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A Banker’s Diary 





STERLING was subjected to a variety of conflicting influences during March. 
The announcement at the beginning of the month of an increase of $61 millions 
in the gold reserves during February was well received in the 

Cross markets, but the fillip was almost immediately offset by fears 

Currents about the impact of the grave turn of events in the Middle East, 
in Sterling highlighted by the dismissal of General Glubb. Within three 
days the sterling rate in the official market slumped from $2.80 { 
to $2.803,—actually below the level to which the rate had fallen immediately 
before the increase in Bank rate in mid-February. By the middle of last 
month, however, most of the earlier loss had been made good. The rally was 
fortified by the publication of the February trade figures, though on analysis 
these show a less conclusive improvement than market observers at first 
thought. In the second half of the month sterling again slipped back, to 
around $2.803. 

Notwithstanding the substantial gain of gold in February, it is still not 
certain that the longer term trend of the reserves has turned upward. The 
early months of the year mark the peak season of sales of sterling area com- 
modities, and as can be seen from our regular table on page 248, the gain of 
$80 millions in January and February together is small by comparison with 
the heavy losses sustained in the earlier months when sterling was suffering 
from both seasonal and psychological pressures. Moreover, a most dis- 
appointing feature is the continued heavy deficit with the European Payments 
Union. This reached £4 millions in January and nearly £8 millions in February. 
In March, therefore, the reserves were burdened by a gold payment to E.P.U. 
of $16 millions, representing 75 per cent. of the February deficit. 


THE United Kingdom’s visible trade deficit, as valued in the monthly returns 
of shipments, fell in February from the alarming January level of {74.2 millions 
to $49.5 millions, its lowest since May of last year. However, 
Trade the significance of this improvement is quite uncertain. The 
Recovery deficit usually tends to contract in this short month, and 
Inconclusive while February this year had only one working day less than 
January, the interruptions in incoming shipments caused by 
the closing of certain Canadian and North European ports by ice are known 
to have been larger than usual. Imports dropped by £47.2 millions below 
their high January level, but at £309.1 millions they were almost exactly 
equal to their level in February, 1955, which was considered alarming at the 
time. In January and February together, imports were 2 per cent. above 
their level twelve months before, but fully 25 per cent. above that of January- 
February, 1954; whilst exports were 4} per cent. up on the year but only 18 per 
cent. up on the first two months of 1954. The one clearly encouraging trend 
remains the expansion of exports to North America. In the first two months 
of the year these averaged {27.5 millions, compared with £22.3 millions a 
year before. 














THE BANKER 




























FOLLOWING the Chancellor’s instructions in mid-February to the Capital 
Issues Committee to maintain a “ vigorously critical’ attitude to all appli- 
cations, the Treasury last month made an order reducing the 

Stricter limit of exemption from C.I.C. control from £50,000 to £10,000. 

Capital This tightening, which restores the limit to the level enforced 

Control between 1940 and 1945, is designed to check the considerable 

frustration of the intent of the control that was being effected 
by widespread issues for just under £50,000 and by the formation, especially 
in the hire-purchase field, of companies with a capital below this figure. The 
reduction in the limit will inevitably add very considerably to the adminis- 
trative work of the committee, and must make the control still more irksome 
to intending borrowers. 

The application of the control is unchanged. The reduced limit will again 
apply also to bank advances granted for purposes other than in “ the ordinary 
course’ of the borrower's business. [or all such advances in excess of 
{10,000 (except unsecured advances repayable in less than six months), 
bankers will now have to request borrowers for the sanction of the C.I.C. 
As ever, the banks are experiencing considerable difficulty in exactly imple- 
menting the legal distinction between capital and “ordinary course ’’ 
operations. 

The Chancellor also attacked last month, though by a plea alone, another 
favourite financial expedient, the sale to financial institutions of freehold 
properties for subsequent lease to the vendor. As such transactions “ tend to 
weaken the effectiveness of present restrictions on credit for capital expendi- 
tures’’, Mr. Macmillan stated that “‘it would certainly be helpful if in present 
circumstances, financial institutions would examine with special care any 
facilities which appear to be connected with such deals ”’. 


SINCE the increase in Bank rate to 54 per cent. in mid-February, the switch of 
bank deposits into Treasury bills and tax reserve certificates has been con- 
siderably larger than at first seemed likely. The wide margin 

Bank above the deposit rate that resulted from the unexpectedly steep 

Liquidity increase in the bill rate at the tender immediately following the 
Tightens Bank rate rise induced in the following few weeks a strong com- 
petition for bills from commercial and industrial funds. The 
margin subsequently narrowed under the impact of that competition; indeed, 
after the tender of March 23, at which the market reduced its rate by very 
nearly } per cent. to just under 5} per cent., the margin was fractionally 
narrower than on the eve of the Bank rate increase. But the attraction of the 
absolute level of the bill rate itself, at over 5 per cent., has plainly been strong. 
In consequence, the drain upon the banks’ liquid funds in this phase of seasonal 
pressure has generally been unexpectedly large and the seemingly adequate 
cushion that had been built up in the few weeks before the end of the year has 
now been deflated. 

Even before the Bank rate increase, and the resultant onset of pressures 
from “‘ switching ’’, the banks had experienced an unexpectedly large reduction 
in their liquidity. In the four weeks to February 15, total liquid assets of the 
clearing banks fell by the record amount of {318.7 millions, compared with 
reductions of {273.5 millions in February, 1955, and {267.6 millions in 1954. 
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The upshot was that net deposits too fell by a record amount, by {291.9 
millions, Lloyds Bank’s seasonally corrected index falling by 0.7 to 105.6 
(1948 = 100). The liquidity ratio dropped sharply from 37.6 to 34.3 per cent. 
in February, though it was still well above its level of 31.3 per cent. twelve 
months before. The Treasury’s substantially larger repayments to the banks 


Feb. 15, Change on 

1956 Month Year 

{m. ém. #m. 
Deposits “a “a i“ a 6163.7 — 298.5 — 361.1 
‘* Net " Deposits* - ni 5899.0 — 291.9 — 358.0 

%T 

Liguid Assets + — ‘in 2711.2 (34.3) — 318.7 + 69.5 
Cash os is i ve 506.4 (8.2) - 17.6 — 18.5 
Call Money a - KA 432.60 (7.0) - 18.6 — 12.0 
Treasury Bills .. - ea 1037.7 (16.8) — 280.8 + 87.0 
Other Bills ie ‘a re 134.5 (2.2) —- 1.8 + 13.0 
linvestments and Advances .. - 3871.9 (62.8) + 29.7 — 426.2 
Investments .. 7 re 2006.8 (32.6) —- 9.2 — 291.6 
Advances - ee a 1865.1 (30. 3) + 35.9 — 134.6 


*\fter deducting items in course of collection. fRatio of assets to published deposits. 


this year followed in part from a large increase in its seasonal surplus: after 
taking account of net withdrawals from tax reserve certificates and small 
savings, that surplus in the four-week period most nearly comparable to the 
bank period was nearly {100 millions larger than a year before. But the 
fact that the unusually steep reduction in bank liquidity followed an unusually 
steep increase in preceding months suggests that it may have been due in part 
also to hidden technical factors. 


THE record fall in deposits in February is the more noteworthy as advances 
reversed their continuous decline in the preceding six months, rising by £38.9 
millions. This does not, of course, mean that the banks’ pressure 
Where _— on borrowers is easing; rather, the restrictive influence has been 
Advances offset by the normal seasonal influences and by a resumption 
are Rising of bank borrowing by the nationalized Gas and Electricity indus- 
tries. The continued intensity of the bankers’ squeeze is indeed 
clearly demonstrated in the latest quarterly analysis of advances published by 
the British Bankers’ Association, reproduced on page 247 of this issue. This 
shows that total advances in the three months to mid-February fell by £19.6 
millions; net repayments in the quarter by the utilities amounted to {23.2 
millions, so that advances to other borrowers rose by £3.6 millions. The in- 
crease is almost entirely accounted for by industrial and trading groups (and 
these increased their borrowings by less than one-third as much as a year 
before). Personal and professional borrowers suffered a further large cut— 
by {15.9 millions, bringing the reduction in borrowings since mid-May to 
£53.5 millions, or over 13 per cent., and carrying the total outstanding to 
the lowest level since November, 1947. Hire-purchase borrowings, too, declined 
further, by £1.5 millions. Among industrial borrowers, the only group that 
gained a significant increase was engineering (up by £13.0 millions, compared 
with {9.0 millions in 1955 and £5.0 millions in 1954). This year’s increase 
appears to be attributable in part to finance of the high level of car stocks. 
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For a country that has been much concerned, and rightly so, about the level 
of its prices, Britain has hitherto been extraordinarily inept at measuring it. 
The interim index of retail prices compiled by the Ministry of 

Improved Labour has been the nearest indicator available to a cost-of- 

Price Index living index, and has had an important effect, both direct and 
indirect, on wage rates as fixed in collective agreements. 
Yet the limitations of the index have been most serious—as indeed officials 
have been the first to point out. From 1947 until 1952 the weighting of the 
index was based on the pattern of expenditure of working-class families as 
revealed by an inquiry in 1937-38, whilst in the past three years the weighting 
has been adjusted by an estimate of the change in the spending habits (of the 
same restricted group) in 1950. Last month, at last, a wholly revised index 
was published, as a result of a three-year labour of the Ministry’s Cost-of- 
Living Advisory Committee,* which includes a number of distinguished 
economists and statisticians outside the government service. . 

This index represents a marked improvement, and certainly comes some- 
what closer to measuring changes in the average costs of living of the bulk 
of the population. The range of spending patterns covered has been appre- 

Weights in Old Index New Weights 
(based on estimate of (based on survey of 
[950 consumption) at 1953 consumption, 


Jan., 1952, Jan., 1956, at Jan., 1956, 
Prices Prices* Prices 

Food | 399 432 350 
Alcoholic drink 78 HO 71 
Tobacco QO SO SO 
Housing cia 72 73 87 
Fuel and light.. st 66 73 55 
Durable household Por ds f)2 55 Oo 
Clothing and footwear 98 ‘4 Lob 
Transport and vehicles 68 
a I 1 (jy 4 re 
Services A: J 1 58 
Miscellaneous goods 44 40 59 
Allitems .. 1,000 1,000 1,000 





* Reflects weight of each group in January figure. 


ciably widened, to include all households save those in which the gross income 
of the head of the household was more than £20 a week in 1953 and at the 
other end of the scale those households depending for three-quarters of their 
income on the national old-age pension or national assistance. Together, 
these excluded categories are estimated to account for only one-tenth of all 
households in the United Kingdom. The expenditure patterns of the rest 
have been estimated on the basis of a sample of 11,600 taken during 1953. 

The impact on the composition of the index of this threefold change (in 
the range of spending covered, in the methods of assessment and in the base 
date) can be seen from the accompanying table. The effects of the changes 
are important. It is evident, for example, that, since the old index over- 
estimated the share taken in recent years by food, prices of which have risen 
particularly strongly, it likewise over-estimated the “ average ’’ increase in 
prices as a whole. This was shown as g per cent. in the two years 1954 and 
1955, whereas on the basis of the new index the increase appears as 8 per cent. 





* Report on Proposals for a New Index of Retail Prices, Cmd. 9710. 
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A REMINDER of the rapid growth in the number of hire-purchase finance 
companies that has taken place in recent years was provided last month by 
a proposal to form a new organization to be termed, it is 

New H.P. understood, the Industrial Bankers Association. The larger, 

Association ? nationally known companies that specialize in the provision of 
instalment finance to trade and industry are already linked 
in the Finance Houses Association. The proposed new venture would cater 
for the large crop of small companies that has sprung up in recent years, in 
part as a result of the restrictions on the acquisition of new funds by the 
established institutions—restrictions that were intensified last month by the 
reduction from £50,000 to £10,000 in the limit of the amount of capital that 
may be raised without the consent of the Capital Issues Committee, which is 
specifically enjoined to disfavour issues for hire-purchase finance. The number 
of hire-purchase finance companies has been stated to run into thousands; 
most of them are small, and the capital resources of some appear quite insuffi- 
cient to provide an adequate safeguard to the members of the public from 
whom deposits are sought. The anonymous sponsors of the new association 
state that it is their object to encourage a proper code of practice by laying 
down minimum capital and liquid resources in relation to borrowings. 

This in itself is undoubtedly a worthwhile objective. But if the con- 
fidence of the investing public is to be secured, the first step is surely to desig- 
nate the organization in a manner that most fairly describes the activities of 
its members. In the words of the sponsors themselves, the new organization 
would serve “ those who, under the style of industrial bankers, are carrying 
on the business of instalment purchase financing as their principal activity ”’. 
Notwithstanding their specific legal significance, the terms “ bank’”’, “ banker ”’ 
and other variations have been seriously misused in the past. This latest 
proposal, however, appears unjustifiable on even the loosest interpretation. 


THE annual review of economic conditions in Latin America made by Sir 
Francis Glyn, chairman of the Bank of London and South America, invariably 
provides a refreshingly clear and comprehensive guide 
Better Outlook through the diverse and confused problems of this vital 
in Latin area. This year, in addition, Sir Francis can hold out 
America several grounds for a restrained optimism. In the first 
place, ‘“‘ the importance of foreign capital in the process of 
economic development is now fully and, indeed, acutely realized in Latin 
America ’’; and further, “it is now generally admitted in Latin America that 
the encouragement to economic development afforded by inflation is short- 
lived and the beneficial effects largely illusory’’. In both Argentina and 
Brazil, a realistic approach to both these questions has resulted from an out- 
standing improvement in the political environment. Argentina is freed from 
the nationalistic phobias of General Peron, and again enjoys the services of 
Dr. Raul Prebisch, the celebrated liberal economist: while in Brazil, the 
inaction and instability that followed the suicide of President Vargas in 
August, 1954, should be ended by the new administration under Dr. Kubitschek. 
An early test will be on the question of the long-delayed exchange reform. 
A third encouraging sign noted by Sir Francis is the emergence as “ an 
issue ’’ of ‘‘ whether at least a modest move to multilateral trading is not now 
the logical step’. A modest move has in fact already been made, in the 
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establishment of the Hague Club, under which Brazil pools its earnings of 
the currencies of the United Kingdom, Germany, and the Benelux countries 
for use in any part of the combined currency area. This arrangement has 
‘“ greatly increased the scope for British exports to Brazil *’; it is fortunate 
indeed that the former jam in trade was broken by this forward move, and 
not (as Sir Francis advocated last year) by emulation of Germany's bilateral 
arrangements. In British trade with Argentina, Sir Francis points to the 
significant increase that has taken place under the two-year trade and pay- 
ments agreement signed twelve months ago, and states that while no “ great 
expansion ’’ can be expected in the near future, the long-term prospects, for 
both traders and investors, are ‘“‘ much better now that both countries are 
moving towards a more liberal economy ”’. 

The abandonment of the artificial exchange rate of 39 pesos to the pound 
has, however, involved the Bank of London in a substantial book loss in the 
sterling value of its Argentine assets, which are valued in the balance sheet 
at 100.15 pesos (the sterling rate in the free market on December 31). But 
despite these and other exchange rate depreciations, and the depreciation in 
the London investment portfolios, the whole of which has been covered by 
transfers from inner reserves, the bank shows a fall in net profit of under 


£2,000, to £391,694. 


THE eastern exchange banks have shown a remarkable flexibility in the 
post-war years; that indeed has been the only way in which they have been 
able to withstand the growing pressure of nationalism in 

Eastern nearly all the Asian countries in which they operate, not to 

Banks in’ mention their total eviction from China. The banks have 

New Fields come to terms with the new spirit in the independent Asian 
countries; and this year the senior of them, the Chartered 
Bank of India, Australia and China, has recognized that its losses in China 
may demand a shift in its traditional area of operations. The bank has peti- 
tioned the Queen for a revision of its charter, granted in 1853. This limits 
the bank’s activities east of the Cape of Good Hope; the bank would now like 
to prepare for possible further expansion ‘“‘ when opportunities offer ’’. Other 
banks, however, are more concerned about the restoration of the China trade. 
Mr. C. Blaker, chairman of the Hongkong and Shanghai Banking Corporation, 
deplores the continuance of the special trade embargo on shipments to China, 
and fears that unless there is substantial relaxation soon, the lost trade of 
Hong Kong and Malaya “‘ may never be regained ”’. 

The comprehensive surveys of the economies of Asia given by the eastern 
bank chairmen place special emphasis this year on the ambitious programme 
and practical possibilities of industrial expansion in India. All the bankers 
stress the overriding need for more foreign capital. They contrast this need 
with diverse statements and actions (such as the decision to nationalize life 
insurance) that have tended to discourage the foreign investor—though on 
the other side Mr. J. K. Michie, of the National Bank of India, points out that 
the nationalization of the Imperial Bank of India has not been followed, as 
was foreshadowed at the time, by the incorporation of certain other indigenous 
banks in the new State Bank. The Chartered has created a new institution, 
the C.B.I. Development Corporation, for the grant of medium-term credit (for 
periods up to ten years). The corporation has a paid-up capital of £500,000. 
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On Breaking Eggs 


URING the past few weeks the economy has at last shown signs of 
responding to the efforts to check the overload of demand. The easing 
of pressure has, however, so far been strictly localized, and has been 
clearly visible only in the more vulnerable of the consumer goods industries. 
The impact has been sharpest upon the motor industry and radio and television, 
but it has been strongly felt also by furniture, carpets and domestic appliances. 
In these industries and in some others too the decline in demand has enforced 
a more or less sharp reduction in output, despite an increase in stocks. This 
slowing down has so far been mainly met by recourse to short-time working, 
but there have also been dismissals of workers, especially by the radio and 
television trades. Already the Government is being urged to relax its policy, 
and the pleas come not only from those associated with the industries directly 
affected but also from people who fear there may be strong secondary effects. 
It is therefore of first importance that these adjustments should be seen 
in perspective. At the February count the total unemployed in Great Britain 
stood at 276,000, or 1.3 per cent. of the labour force ; this was 6,000 less than 
at the corresponding date in 1955 and was the lowest February total ever 
attained in peacetime. There was, admittedly, a modest rise between January 
and February, but in this the severe weather must have played a part ; and 
the preliminary estimate for March, four weeks after the launching of the new 
disinflationary measures, shows a renewed decline, by 7,500 to about 268,000, 
despite the inclusion of 6,000 workers affected by the printing dispute. This 
total of course excludes most of the workers affected by short-time arrange- 
ments. Towards the end of last month it was officially estimated that short- 
time working in manufacturing industries had risen to 80,000, or to rather less 
than I per cent. of the workers in those industries ; and on the basis of exper- 
lence in 1955, itself a boom year, half that total was attributable to seasonal 
factors. The combined total of unemployment and short-time working is 
equivalent to about 1.7 per cent. of the labour force, and is still less than the 
number of notified unfilled vacancies. And, on the basis of the latest available 
figures, for every worker on short-time there are twenty working overtime. 
In other words, by the standards of most post-war years the economy 
considered as a whole is still virtually brimfull; it is only by comparison with 
the unprecedented fullness attained last year that there has been any significant 
easing in the Jabour market. It is not surprising, therefore, that the efforts at 
disinflation have not yet afforded any unmistakable and positive relief to the 
external balance of payments. The improvement shown by the February trade 
figures, as a note on page 177 explains, was not conclusive. In this sphere the 
achievement of the disinflationary effort up to date has been to save Britain 
from plunging into a major deficit. But the performance in the second half of 
1955, though better than some people had feared, proves to be somewhat worse 
than we ourselves had been assuming only a few months ago. The detailed 
estimates were not available when this issue of THE BANKER went to press, but 
the Chancellor had disclosed that for the whole of last year there was a deficit 
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of £103 millions on current account (after crediting defence aid). Tor the first 
half of the year a surplus of £17 millions had been estimated. 

This bare comparison would suggest that in the second half-year the deficit 
was running at an annual rate exceeding £200 millions, which would be a 
dangerous gap. There is some ground for supposing, however, that the true 
rate was not so high as this ; comparison between the two half years 1s distorted 
by the dock strikes, and the second half always bears a full year’s charge of 
interest on the dollar loans, as well as being adversely affected seasonally. But 
even if the true annual rate were not much more than £100 millions, that could 
still be critical. Because of Britain’s capital commitments overseas, it would 
mean that sterling would be under strain unless Britain was currently borrow- 
ing overseas short-term funds (or running down its now exiguous gold reserve) 
to the extent of several hundred millions a year. 

When seen against this background, the pleas for relief from disinflation 
look even more unrealistic than when viewed in terms of the fullness of the 
domestic economy. The clear duty of the Government is to stand firm against 
these pleadings, and to make sure that the pressure of disinflation builds up, 
as it is now expected to do. The coming budget must not whittle down, and 
perhaps ought slightly to reinforce, whatever prospective surplus on current 
account emerges from the 1956-57 estimates—although, as Sir Oscar Hobson 
shows on page 203, there is ample scope for fruitful redistribution of the tax 
burden. Firmness in policy now looks more probable, however, than it has 
ever seemed previously. The Minister of Labour, Mr. Iain Macleod, declared 
on March 20, that “ the Government believe that the measures taken ... are 
proving and will prove adequate to meet a very dangerous economic situation. 
We are absolutely determined that they should succeed. I have, therefore, 
no relaxation or modification of them to announce to-day’. A few days 
later the Chancellor himself affirmed that ‘if we have to break some more 
eggs to make our anti-inflationary omelette, that will not deter us either ”. 

These protestations are very welcome. If such reaffirmations had not 
followed soon upon the measures of mid-February, some other aspects of 
Government policy would have given grounds for real disquiet. The most 
disturbing act of waywardness has been a refusal to allow the Transport Com- 
mission to impose increases in rail charges sufficient to avoid a further large 
increase in its accumulated deficit. Passenger fares are to be stabilized for 
six months. This makes no economic sense at all. Last year the price of coal 
was raised because it was recognized at last that uneconomic pricing is infla- 
tionary. This year the subsidy on bread has been cut, and that on milk is 
to be cut soon. Yet the subsidy to rail users, which has never been deliberately 
granted but has arisen willy-nilly, is being deliberately increased. 

Though the effort at disinflation may be firm, it evidently will not be 
consistent. This rail decision, together with reports of the ministerial dis- 
cussions with the T.U.C. and with leaders of industry, strongly suggested that 
the notion of a voluntary stabilization of prices—which the Prime Minister 
rashly blessed some weeks ago and Mr. Macmillan thoroughly debunked soon 
afterwards—was being revived again. Similar doubts are bound to be raised 
by the new White Paper on “‘ The Economic Implications of Full Employment”, 
launched last month with a great flourish of ministerial trumpets. 

The avowed purpose of this document (Cmd. 9725) is to explain the basic 
relationships between the level of demand and employment to prices and 
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incomes, and to show how the rise in prices that full employment generates is 
itself a threat to full employment through its repercussions upon savings and 
costs and therefore upon the balance of payments. It is pointed out, for 
example, that in the past nine years British prices have risen by 50 per cent., 
a greater rise than has occurred in any other decade of peace in the past hundred 
years ; and two-thirds of this rise has been attributable to domestic costs. For 
the first time, it seems, a post-war Government Is regarding “ stable money ”’ 
as a primary objective in itself, instead of getting worried about instability 
only when a crisis in the balance of payments looks imminent. 

The object of explaining the economic facts of life is wholly praiseworthy— 
though that must be sought by the projected campaign and by the promised 
popular version of the White Paper, for the full document will not be read or 
understood much beyond the circle to whom it has nothing new to say. It 
suffers, moreover, from excessive delicacy—reminiscent of the timid parent 
who talks about the birds or bees instead of men and women. Great discern- 
ment and care are needed to read between the lines any admission that the 
attainment of price stability might involve a condition of full employment less 
extravagant than the present brimming and spilling-over condition. The White 
Paper does not discuss degrees of fullness. 

More disturbing is the later attempt to prove that the incompatibles can 
be made compatible by “ self-restraint’’. At this point, although the Chancellor 
vigorously denies any intention to retreat into government by exhortation, the 
argument becomes almost wholly hortatory. It is admitted that “it is the 
Government’s job to keep the pressure right’’ and to “ encourage’’ the 
‘general climate most favourable to the maximum development of a balanced 
economy’. But such action, the nature of which is not detailed, is not enough. 
Management “ must ”’ strive for greater output and greater efficiency. Firms 
“ should try wherever possible ” to pass on gains from higher productivity by 
reducing prices, and should “ expand profits not by the maintenance of high 
profit margins, but by the expansion of turnover’. This is called “ realism in 
relation to prices’. In relation to personal incomes—notably wages and 
dividends—“ realism ’’ requires the parties concerned to avoid placing “ sec- 
tional interests before the nation’s welfare ”’. 

Given the confusions in the public mind, it has to be conceded that 
this line of approach has some validity and may do some good, however foolish 
it appears In economic terms. But since it comes from a Tory government, it 
might at least have been said that if only the Government keeps the climate 
“right ’’, individuals will generally take the “ right ’’ decisions automatically, 
because their own interests then coincide with the national interest. Very few 
private decisions ever will be taken in the national interest if that clashes with 
the private interest. The worth of the campaign for public education will lie 
not in any possibility of inducing that kind of response, but in making people 
and organizations understand, as at present they often do not, where their own 
best interests lie. In that sense alone is it true that the Government's task of 
avoiding inflation while maintaining full employment requires the co-operation 
of the public. At present the task requires the breaking of eggs. The public’s 
role is to understand the need for the breaking, and thus to countenance it. It 
is then the task of the Government alone to do the breaking—and to leave the 
public to make the omelette. 







































186 THE BANKER 








SHOULD LIQUIDITY RATIOS 
BE PRESCRIBED ? 





The Debate Bursts Open 
Liquidity Principle Re-examined 
The Blunting of Short-term Rates 

Striking at Liquidity Direct 
What Prescribed Ratios Would Mean 





and for the banks has recently burst from the obscurity of private dis- 

cussion into the arena of public debate. Although these questions 
appear as matters of detailed technique, they are vital parts of the whole 
modern problem of how to keep a free economy safely on an even keel. If 
monetary policy is to be an effective regulator, can it operate by the classical 
instruments alone, or must it also directly influence the liquidity ratios of the 
commercial banks? If so, should this direct influence be exerted by the 
natural market process of regulating the supply of liquid assets, by funding 
Treasury bills when the ratios are undesirably high and “ unfunding ’’ other 
Government debt when the ratios are too low? Or should the monetary 
authorities forge a new and even more direct weapon, of a kind that some 
other central banks already wield, for striking instead at the ratios them- 
selves ? Should they prescribe the minimum ratio to be kept and then raise 
or lower it from time to time as they judge necessary ? If so, what form 
should the new control take? Should it be informal and unobtrusive, or 
legally enforced and publicized ? And over what range of banking institutions 
should it extend ? 

These questions strike more deeply and more subtly into monetary 
principles and mechanics than most public commentators seem to have appre- 
ciated so far. They cannot be answered fairly without first examining the 
nature of the liquidity principle and its relationship to credit control as a 
whole, as well as the way in which this relationship has changed since classical] 
times.* This is too big a subject for full treatment in a single article, but it 
will not be seen in perspective if any of its principal facets 1s ignored. This 
article will explain first how the questions have arisen, and why they are im- 


A SERIES of questions of far-reaching importance for monetary policy 





* For the benefit of non-technical readers it should perhaps be stated at the outset that the 
liquidity ratio means the ratio between gross deposits on the one hand and the total of cash, 
money at call or short notice, Treasury bills and commercial bills on the other hand. The only 
other important bank assets are advances and investments, all of which rank as “ risk assets 
no matter how short-dated they may be. 
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portant, and then will examine each of the issues of principle in turn—the 
relationship of the liquidity ratio to the cash ratio, to Bank rate and to longer- 
term rates; the nature of the “‘ funding ’’ weapon, and why action in the short- 
term market is no longer sufficient; and what prescribed ratios would mean. 

This group of questions has been increasingly engaging the attention of 
expert circles for some time past, as the monetary revival has demonstrated 
anew the central rdle played by liquidity ratios in the mechanics of credit 
control—a demonstration that culminated in the classical exposition given by 
Sir Oliver Franks at the last meeting of Lloyds Bank. Aside from this, the 
disappointments at the working of monetary policy last year started a 
search for possible additional instruments of monetary technique. There was 
first the shallow, indeed specious, contention that if liquidity ratios could be 
directly regulated, a given monetary pressure might be attained at a lower 
level of interest rates than would otherwise be needed, so that monetary 
action might be less “‘ painful’’. From the other extreme there came a well- 
sponsored plea for using devices of this kind to make monetary policy more 
potent and quicker in action. Thirdly, it was urged that if the orthodox 
pressures could be extended in some such way, the authorities might be glad 
to drop—or at least to avoid repeating—the direct quantitative control of 
bank advances, which almost all expert observers now regard as unsatisfac- 
tory, if only because of the suspension of inter-bank competition that it has 
involved. Finally, at the time of the increase in Bank rate to 5$ per cent. 
it was widely thought that a reinforcing action against bank liquidity would 
be urgently needed, whether or not a new instrument was forged, because of 
the apparently high liquidity shown by most banks at their January make-up. 


I— [he Debate Bursts Open 


Since mid-February all these arguments have burst into the open, notably 
in the economic debates that have been staged by both Houses of Parliament. 
In these debates the principle of the liquidity ratio, and its relationship to the 
supply of Treasury bills and debt policy generally, has received an extra- 
ordinary concentration of attention for so technical a subject. Labour 
leaders in the Commons, and Labour peers, who all now regard the monetary 
weapon as one of the indispensable weapons, have expressed astonishment 
that the current policy has not been reinforced either by strong sales of 
Government securities or by prescription of higher ratios. The temptation is 
irresistible to remark how far a cry all this is from Daltonism—neatly defined 
by the Concise Oxford Dictionary as “ colour-blindness, esp. inability to dis- 
tinguish green from red ’’’! From the other side of the House there have also 
been demands for variable ratios or for vigorous funding, with a different 
purpose uppermost, the squeezing of bank liquidity so that a bank manager 
would be able and forced “‘ to do his job as a bank manager and not as a civil 
servant ’. From the chairman of a clearing bank, Lord Pakenham of the 
National Bank, there has come a closely-reasoned plea that a system of 
mandatory liquidity ratios ’’, publicly announced, should be “ studied with 
the utmost care and thoroughness by those who decide our financial destinies ”’. 
rom the front bench there has come confirmation that the Chancellor has 
been studying it. 
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If any banker doubts the far-reaching importance of these issues, or is apt 
to dismiss them as merely technical, let him ponder well these words from 


Lord Pakenham: 


The problem, not solved in 1955 or up to the present, is how to find a 
method of inducing the banks to adjust their policies to the credit policy of 
the Government applied through the Bank of England, while leaving them 
free to operate on commercial lines and to compete freely with one another. . . . 
Surely, without such free competition the justification of the present com- 
mercial banks system would be very much weakened. 


The future threat to the banking system emerges very clearly, and it is likewise 
a threat to the free economy. SBut it is arguable that the remedy Lord 
2akenham proposes might in the end prove to be the same threat in a different 
guise. The danger he foresees is evidently some form of nationalization; yet 
it is by no means inconceivable that a system of mandatory ratios could be 
distorted from its original purpose into an instrument for achievmg many of 
the effects of nationalization—without any formal take-over, and therefore 
without any process of compensation for the injury inflicted. If ever such a 
device is deemed necessary for credit control, the greatest care will be needed 
to devise watertight safeguards against possible future abuse. 


Ii—The Liquidity Principle Re-examined 


To understand the significance of the liquidity principle, the first point to 
observe is that it is through it alone that the total volume of credit can be 
regulated, so long as the Bank of England performs the first duty of a central 
bank by standing ready to act as lender of last resort. To cause a contraction 
or prevent an expansion of aggregate bank deposits, the monetary authorities 
have to do one or both of two things: (1) cause a reduction in the liquid assets 
held by the banking system, (2) cause bankers to feel less satisfied with their 
existing liquidity than they were before. Any reduction of deposits that may 
be brought about arbitrarily by other means is likely to be short-lived. If, 
for example, both deposits and advances are reduced by a “ directive ’’ squeeze 
on the latter, instead of by causing a proportionate contraction in liquid assets, 
liquidity ratios will rise, and the bankers will be likely soon to take up any 
slack in their liquidity by buying investments. This will not only restore the 
volume of deposits but will tend to frustrate, wholly or partially, the economic 
effects sought by the squeeze on advances. 

Control of credit by pressure upon the liquidity ratio does not, however, 
necessarily require direct operations to this end (such as sales by the Treasury or 
the ‘“‘ departments ’’ of longer-term securities to enable them to repay tender 
Treasury bills). It can also be exerted, as the banks belatedly remembered 
to their cost after the rise in Bank rate to 44 per cent. and as they are recalling 
again now, by arise in interest rates. If this rise, and in particular the widening 
of the margin between bill rates and deposit rates, induces bank depositors 
to switch from deposits into Treasury bills, liquidity ratios may be squeezed 
just as abruptly asif the authorities had assailed them directly by funding oper- 
ations or sales from departmental portfolios. 

Once this essential point is recognized, it will be seen that pressure upon 
liquidity ratios is neither a new method of controlling the volume of credit 
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nor an alternative to other methods such as an increase in Bank rate or 
‘open market ”’ sales by the central bank. It is the sole process of control, 
and is the means through which these other instruments work. It is only 
when the pressure upon liquidity is sought by direct action that it appears 
as an alternative to the more familiar instruments, which operate upon 
liquidity indirectly. To put the same point in another way, if an increase 
in Bank rate or open market selling does not make the banks either less liquid 
or feel less liquid, neither process can reduce the volume of deposits (except 
temporarily, if, for example, the resultant higher charges for advances have 
reduced demand). All they will then do is to alter the distribution of credit 
as between its several forms. 

These mechanics, though rarely if ever described in this way in the classical 
textbooks, are not peculiar to modern conditions. Nor do they depend upon 
any particular concept of minimum liquidity—such as the approximate 30 per 
cent. that practice established empirically and that in recent years, after 
official prompting, has assumed more definite significance. The principle 
operates even though individual bankers hold widely different views about 
the desirable liquidity at any given time and even though all of them would 
allow wide variations over periods of time—much wider variations than have 
ever been countenanced in the published cash ratio (though not larger than 
those in the unpublished daily cash ratio when window dressing was practised). 
In its loosest sense the liquidity principle is as old as deposit banking; and 
even in the more specific sense that focuses upon “‘ near-cash *’ assets, it goes 
back along way. It began to operate as soon as the developing money market 
provided, with the support of the Bank of England, facilities for the holding 
and adjustment of the “‘ near-cash ’’ assets—as the means both of protecting 
and economizing cash. But it for long operated unobtrusively, chiefly because 
attention was concentrated upon the published cash ratio, which became the 
test by which the public judged the safety of banks. The central bank, for 
its part, rarely if ever saw need to strike direct at liquidity and hence took 
no heed of liquidity ratios as such. Modern conditions unquestionably do 
require such direct action; but before explaining how that change has arisen, 
and what direct action implies, it is necessary to clear up a widespread mis- 
understanding. 





‘ 





OPEN MARKET POLICY: A COMMON MISCONCEPTION 


Concentration upon the cash ratio, and neglect of the wider principle, led 
many people into over-simplified and misleading explanations of the mechanics 
of cqntrol. It was widely believed—and, indeed, still is—that because the 
cash ratio was more or less fixed, the Bank of England could impose a 
‘“ quantitative ’’ control over bank deposits, independently of its action upon 
interest rates, by operating upon the supply of bank cash. Operations of this 
kind, in the form of borrowings of money or sales of bills by the Bank of 
England, became from very early times a powerful adjunct to its rate policy. 
But they were never, nor can they ever be, anything more than that, because 
the Bank is the lender of last resort. They are not only inseparable from 
interest rate action, but can succeed in reducing the volume of credit only to 
the extent that they raise interest rates and then only in so far as that rise, 
in its turn, reduces the fofal supply of liquid assets to the banks or makes 
them desire a higher liquid ratio. Open market sales obviously cannot 

















190 THE BANKER 














é 


directly reducé the total of liquid assets, since they merely exchange “ near- 
cash’ for cash. What is less obvious is that, so long as cash ratios are kept 
stable, this reduction in cash will be a merely momentary one that will auto- 
matically reverse itself—unless the secondary effects upon interest rates are 
squeezing the liquid position as a whole. 

If one bank that is gaining cash uses its surplus to buy bills from the 
Bank of England instead of employing it in the market, another bank will be 
losing cash. Unless that bank was already under liquidity strain, so that it 
needed to reduce its total commitments, it must replace the lost cash by:(e.g.) 
calling loans from the discount market. This forces that market to pledge or 
sell an equivalent volume of bills back to the Bank of England, which thereby 
returns the cash it had momentarily withdrawn.* The point is that the 
Bank of England then has the market at its mercy: it can lend or buy on 
whatever terms it chooses. In other words, these operations, often wrongly 
regarded as a “‘ quantitative ’’ attack on the “ credit base ’’, are solely a means 
of driving up market rates or preventing them from falling. And as soon as 
market rates approach closely to Bank rate, these tactics cannot be used for 
further reinforcement unless the Bank is prepared to raise Bank rate. Their 
function then becomes merely that of technical “ smoothing ’’, of mopping up 
a momentary excess in the cash ratio or of making good a momentary deficiency, 
in order to prevent such fluctuations from affecting interest rates. 


INDIRECT PRESSURES ON LIQUIDITY 
The following conclusions therefore emerge. The monetary authorities can 
curtail credit only by acting upon bank liquidity in its wider sense. And 
they can do this at present only in one or more of three ways, the first two of 
which operate indirectly upon liquidity and the third operates directly: 

(1) By raising Bank rate, thereby causing most other short-term rates to 
rise. 

(2) By reinforcing the existing Bank rate through operations to squeeze the 
short-loan market in order to prevent bill rates from falling or to 
force them closer to Bank rate. (Since the Bank is nowadays 
curiously reluctant to offer bills above the current rate, the more 
forthright adjustment is usually more readily achieved not by open 
market sales as such but by reductions in the official tender for 
Treasury bills, thus leaving other tenderers, and especially the 
market syndicate, with a larger intake.) 


(3) By reducing the total supply of tender Treasury bills. Except when 
the Treasury has a cash surplus on its operations as a whole, and thus 
can repay debt, this can be done only by increasing the sale of other 
securities, preferably to the general public. 


In former times, the first two processes, both of which work through their 
impact upon short-term interest rates, were the only ones consciously employed. 

These indirect methods of regulating bank liquidity formerly sufficed— 
because the public was evidently more responsive to changes in short-term 
rates than it is now, and in particular because a substantial part of its short- 





* This is the simplest case of many possible forms of adjustment; all of them produce the 
same eventual result, on the assumption that cash ratios are kept rigid (which implies, inter alia, 
that ‘‘ outside ’’ lenders are not prepared to run down their cash). 
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term indebtedness was on bills of exchange. Commercial bills, or short loans 
secured upon them, comprised a large part (before 1914, virtually the whole) 
of the banks’ “ near-cash ”’ assets. The volume of these bills was even more 
sensitive to changes in market rates than were bank advances—partly because 
advances rates were less flexible than bill rates and partly because of the 
arbitrage in bills with centres overseas. Official pressure upon short-term 
rates, either by an increase in Bank rate or by open market operations, could 
therefore indirectly squeeze bank liquid assets in two ways simultaneously— 
not only by causing switches from deposits into bills but also by reducing the 
total supply of bills. 


THE BLUNTING OF SHORT-TERM RATES 

The salient difference between present conditions and those of former times 
can now be clearly seen. By far the greater part of the supply of liquid assets 
derives from Treasury bills, the total supply of which is almost completely 
unresponsive to changes in rates. The Treasury does not curtail its borrow- 
ings on floating debt because rates are high, nor does it deliberately switch 
its borrowings from the domestic banking system to overseas centres. Nowa- 
days, therefore, the two classical instruments that work through the short- 
term market can squeeze liquidity and curtail deposits only by provoking 
switches from deposits intc other liquid or semi-liquid assets, or by their 
psychological effects upon banking policy. Recent experience has shown 
that high short-term rates, and especially the opening up of a big margin 
between bank deposit allowances and Treasury bill rates, can put strong 
pressure upon liquidity; but it is not certain how far this can be a sustained 
brake unless rates are raised progressively. Moreover, if they are raised 
sufficiently to put a strong brake on demands for bank advances, is it certain 
that the switching pressure upon liquid assets will keep in step? If it does 
not, the banks would be likely soon to re-employ in the gilt-edged market part 
at least of the resources released from advances, just as they are liable to do 
if advances are curtailed by directive instead of by pressure on liquidity. 

More significant still, if at the levels of short-term rates that the Bank 
chooses to impose there is still an expanding demand for credit, there will be 
nothing to prevent the banks from satisfying that demand so long as any 
slack remains in liquidity ratios. Since the Bank is and must remain a lender 
of last resort, the banks can always secure the requisite additional cash to 
support the expansion, by the process already described of exchanging “ near- 
cash ’ assets for cash created by the Bank and released at its chosen price. 

But this, it should be noted, is not a new development attributable to 
the preponderance of Treasury bills; first-class commercial paper is and always 
has been freely and equally rediscountable or pledgeable at the Bank of England. 
Moreover, given the artificial safeguard provided by a discount market syndi- 
cate that always “ covers ’”’ the amount of Treasury bills offered, the supposed 
“ monetizability ’’ (as distinct from the liquidity) of the Treasury bill is not 
in practice a source of credit creation; if some holders decline to renew, 
the discount market automatically takes up more bills.* The peculiarity of 
the Treasury bill that does impair credit control is the one already noted, 





* For a full discussion of how this process works, see ‘‘ The Syndicate in Practice’’ in 
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the irresponsiveness of its supply to changes in rates; and this impairment is 
aggravated by the very large seasonal fluctuations that occur in that supplv. 
If, despite this irresponsiveness, the authorities still choose to influence 
bank liquidity solely by the two classical instruments that operate through 
short-term interest rates, then whatever influence is achieved upon liquidity | 
ratios is likely to be much less dependable now than it formerly was—and | 
may indeed be liable to quick reversal at the volition of the public or the 
banks. If, for example, industrial companies that have switched into bills 
come under the general credit pressures and omit to renew the bills, a bigger 
supply will at once come into the hands of the discount market and banks, 
so that bank liquidity will be to that extent restored. A similar result might 
equally be attained if the banks were to decide in effect to “bid up”’ for [| 
liquid assets—by the indirect route of making their deposit allowances com- } 
petitive at the margin. In other words, a policy that squeezes liquidity solely 
by provoking a movement of liquid assets from the banks to other holders, | 
instead of squeezing it partly by reducing the total supply of those assets, is | 
likely to be vulnerable to unforeseeable frustations. At the very least, it is 
liable to require a higher level of short-term rates to sustain it than would 
have been needed formerly. 
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1I—Striking at Liquidity Direct 


These many considerations, it. will be seen, build up to an incontestable 
case for reinforcing the classical instruments that operate indirectly upon 
liquidity by one or more instruments that operate upon it directly. This 
does not mean, however, that the direct action must be of the kind recently 
proposed. There are, as already noted, two methods of direct action: 7 





(1) By regulating the actual supply of liquid assets, and simultaneously  [ 
influencing the banks’ desire for liquidity, by various devices of | 
funding and unfunding of public debt; 

(2) By sterilizing a portion of bank liquid assets when they appear excessive 5 
and releasing a portion when they appear deficient, by some system 
of prescribed and variable minimum ratios. 

The second of these methods has never yet been employed in Britain, whereas’ | 
the first method has been deliberately employed since 1951 and was also used | 
at times between the wars, though haphazardly and even unconsciously. 
Those who advocate the new and more forthright method have to show either 
that the existing method, working in association with the classical instruments, 
is not sufficient and cannot be made so, oy that a better all-round result would 
be attained in any case if the new method were employed to reinforce (and 
partially replace) the present one. : 
The first question, therefore, is how the existing method works, or could 
be made to work. Its essential characteristic, sharply distinguishing it from 
the alternative, is that it operates through and upon the market mechanism, 
and has a natural affinity to the classical instruments. Since it directly 
reduces or expands the supply of liquid assets, it is the only one of the orthodox 
devices that deserves to be called ‘‘ quantitative ’’, yet it is equally dependent 
upon the rate of interest. To reduce the supply of Treasury bills the Govern- 
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ment must sell instead securities of a kind that do not rank as liquid assets 
at the banks, and must offer them on terms sufficiently attractive to induce 
either the public or the banks to take them up. In other words, unless the 
authorities can increase their sale of non-marketable securities (especially 
tax reserve certificates, but also National savings securities) they must operate 
in the gilt-edged market, either by public issues for cash or by sales from the 
portfolios of the “‘ departments ’’. The funds thus secured are immediately 
used either in purchases of existing Treasury bills from the banking system 
or to meet the Treasury’s current needs, thus curtailing its new borrowings 
on Treasury bills. Whatever type of securities is sold, this isa process of 
funding. It is most readily conceived as a simple switch by the “‘ departments ”’ 
from longer-term securities into the shortest ones (‘‘tap’”’ Treasury bills), 
producing an opposite switch in the security portfolios of the private sector, 
from ‘‘ tender ”’ bills to longer-term securities. 

From this it follows that a funding operation is not, as is often supposed, 
a ‘‘ quantitative ’’ device that is an alternative to—and therefore a means of 
avoiding—an increase in interest rates. Its very means of operation is by 
raising yields in the gilt-edged market. But this increase in gilt-edged yields 
is not, of itself alone, an intensification of the total monetary pressure. Because 
the operation is in effect a switch, the new pressure on the gilt-edged market 
is balanced by a precisely corresponding relaxation of pressure on the short- 
term market. Bill rates will therefore tend to fall, unless the authorities 
exert still further pressure by open market operations of the classical type.* 
The use of the funding technique is simply a transference of the impact of 
monetary pressure from the money market to the longer-term market (except 
where the securities sold are of a special character, such as tax certificates, 
in which case the incidence as between the two markets is indeterminate). 
The net additional force is attained solely by the technical effect upon bank 
liquidity. 

| ~~ ns thus exerted upon the banks is not, however, attained merely 
by the reduction caused in their liquid assets; it is imposed also by the asso- 
ciated fall in gilt-edged prices. The reason why a banker fears a tightening 
of his liquidity is that it may force him to reduce his “ risk”’ assets. As 
recent experience has shown, not only is it difficult to curtail advances, but 
the bankers are reluctant to impose strong pressure upon them. Therefore 
their fear of liquidity strain is especially a fear that they may be obliged to 
sellinvestments. But the intensity of fear will be proportionate to the amount 
of loss apprehended if they do have to sell. In other words, the more the 
gilt-edged market falls and the more “ difficult ’’ it becomes, the greater the 
safety-margin of liquidity the banker will desire. 

This last point is fundamental. Failure to appreciate it is one of the 
main reasons for the plea for prescribed ratios, and it probably also played a 
part in producing the “ directive’ of last July. The gilt-edged market, it is 
said, is not resilient enough to absorb the pressures it would face if bank 
liquidity were kept taut solely by the funding technique. This technique, it 
is contended, may be practicable at seasons when the Treasury’s cash require- 
ments are moderate (such as the first half of last year), but is “‘ impossible ”’ 





_* These operations, undertaken by the banking department of the Bank of England, as 
distinct from the ‘‘departments”’, are not switches but outright sales (or purchases). 
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at times when it must borrow heavily (such as the second half of that year, 
when the seasonal needs were strongly augmented by the departments’ take-up 
of the Gas and Electricity stocks). 

There are two gaps in this argument, as commonly expressed. First, it 
often overlooks the fact that the bankers’ views of what is an appropriate 
minimum ratio must vary seasonally in any case, e.g. a ratio of 32 per cent. 
may look comfortable in March or April, but will seem quite inadequate in 
October unless special reliefs are in prospect. If liquidity is taut in the spring, 
then in order to keep it taut during the period of Treasury deficit, the authorities 
will rarely need to do more than prevent the ratio from rising more than 
seasonally. 

Moreover, it will often be sufficient if they do less than this. If special 
circumstances threaten a more than seasonal rise in liquid assets—say to the 
extent of an extra {100 millions, equivalent to a rise of perhaps I per cent. 
in the ratio beyond its seasonal rise—the corrective departmental sales of 
stock will not, as is commonly assumed, necessarily have to reach {100 millions. 
If the gilt-edged market is very receptive, and is absorbing the sales without 
any perceptible fall in prices, then it will indeed be necessary (as well as 
‘ possibie ’’) to sell most or all of that amount, if liquidity is to be kept taut. 
But if the market is shaken by the sales, then the very fact of its fall will 
reduce the requisite amount of sales, because it will tend to make bankers 
desire greater liquidity than they thought necessary before. If £25 millions 
of stock is sold, only one-quarter of the threatened rise in liquid assets will 
have been averted; but if the result has been to force gilt-edged prices down 
abruptly, liquidity may feel taut even though the ratio has risen by ? per 
cent. more than seasonally. 

The two influences upon liquidity are inseparable and also interacting, 
and the practical problem is to determine the point at which they together 
produce the requisite effect. The scissors will cut just as surely whether 
both blades move, or whether one or the other is kept more or less still. The 
contention that the gilt-edged market “‘ cannot ” in given circumstances absorb 
stock because “‘ no one will buy ”’ is not, therefore, a demonstration of the 
impotence of the funding technique; on the contrary, it is the very proof of 
its strength—so long as bankers are alive to the nature of the threat. 


~TV—What Prescribed Ratios would Mean 


It is only against a background analysis of this kind that the nature of 
any system of prescribed and variable minimum ratios can be fairly*assessed. 
The demand for such a system arises partly from misconception—from sheer 
failure to appreciate the réle played by the interest-rate blade of the funding 
scissors. But even those who do understand the principle may reasonably 
complain that in practice it is very difficult for the authorities to gauge in 
advance how much work will be done by that blade. There is no obvious 
rule of thumb by which they can measure the effect of a given fall in gilt-edged 
upon the liquidity desires of the commercial banks. That sort of difficulty 
is, of course, inherent in any form of orthodox control. To the extent that 
the plea for the prescription of ratios springs simply from the “ uncertainty ” 
of the funding scissors, it is merely another example of the general post-war 
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tendency to suppose that direct action is the only “ certain ’’ way of achieving 
a given result. 

This argument has an evident appeal to the administrator, even if he has 
no other doubts or fears about use of the interest rate. But in principle it 
is scarcely less questionable than the more common argument that the funding 
technique not only involves an “ unnecessary ”’ pressure upon the gilt-edged 
market but also puts a “ needless *’ additional burden upon the Treasury 
(since it is by the Government's own sales of stock that this pressure is brought 
about). Bank liquidity, it is said, could be tightened without either of these 
disadvantages if only the authorities could impose a higher minimum ratio. 
If, for example, the banks currently regarded 30 per cent. as the desirable 
minimum, but in fact had or were about to get 32 per cent., they could be 
asked (or instructed) to regard the higher figure as the minimum. The credit- 
creating potential of the 2 per cent. excess would then be cut away by a stroke 
of the pen; and how tidy a contrast, it is said, that would be to all the un- 
certainties and pains of operations in the gilt-edged market. 


NO SAVING FOR TREASURY? 
simple and straightforward though such a device might seem to be, it 
would in fact have scarcely any of the effects that are claimed for it. Its 
one big difference from the funding process is that it would avoid direct 
pressure upon the gilt-edged market; but it is far from certain that it would 
involve any saving in interest costs to the Treasury, and it is questionable 
whether it would be an equally effective monetary instrument. Those who 
suppose that it would ease the Treasury’s borrowing costs fail to observe that 
the funding device is a process of switching. It requires the Treasury to 
switch its borrowings from the short to the longer market for the sake of 
curtailing liquidity. The expedient of raising prescribed ratios is nothing 
more than a means of avoiding this switch, of squeezing liquidity while con- 
tinuing to borrow in the short market. 

When the funding method is employed, the Treasury may incur an increase 
in its borrowing costs to the extent that it sells securities in the gilt-edged 
market; but, as already noted, the switch gives equivalent relief to the short- 
term market and should reduce (or prevent a rise in) the rates paid on floating 
debt. If the method of prescribed ratios is employed, there will be no such 
relief (unless, of course, policy in the short market is deliberately softened by 
‘ open market ” purchases). Hence, to obtain the same degree of monetary 
pressure by manipulating ratios, the level of short-term rates will have to be 
higher than it would have been if the funding device had been used. The 
Treasury will face an increase (or forgo a reduction) in the interest costs of the 
floating debt, but will be saved from the need to translate a small or moderate 
portion of that debt into securities that will commit it to high rates for some 
time ahead (the latest funding attempt, last month’s issue of £300 millions of 
5 per cent. Exchequer Stock at par, elected for fifteen months). 

There is no reason to suppose, therefore, that prescription of ratios would 
lighten the burden upon the debt charge; it would be at least as likely to 
intensify it, and would certainly complicate the Treasury’s task of debt 
management in other ways. These considerations, however, are not decisive: 
once it is recognized that monetary policy has to be a key regulator of the 
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economy, the Treasury’s interests as a borrower have to be subordinated to 
the need to maximize the efficiency of that policy. 

In this wider sense, too, the effects of prescription would be likely to be 
very different from what is commonly supposed. Since it would relieve the 
medium and long markets at the expense of the short market, it would to that 
extent concentrate the sanction of higher interest rates in the very market in 
which borrowers are nowadays least responsive. If and when it went so far 
as to bring about an increase in Bank rate, then admittedly it would affect 
all or most borrowers from the banks, because advances rates would be raised. 
Otherwise the direct effects of the pressure on short-term rates would be felt 
mainly by the Treasury, by borrowers on commercial bills, and by certain 
specialized institutional borrowers; among these the Treasury preponderates. 
On the other hand, a large proportion of all other borrowers would be in some 
degree relieved from pressure. Any relief of the gilt-edged market directly 
relieves the nationalized industries, local authorities, many types of overseas 
borrowers, and all holders of gilt-edged who may finance their expenditures 
by selling their holdings; indirectly, it gives or tends to give relief to almost 
all other forms of medium and long-term finance—not excluding equity 
finance—all of which are much more responsive to the behaviour of the gilt- 
edged market than to that of the short-term market. 

In other words, the device of prescribed ratios, so far from being a means 
of cushioning the central government against the impact of interest rates, 
would rather be a cushioning of the rest of the economy, at the expense of 
the Treasury. In proportion as there was a smooth arbitrage between the 
short market and the longer-term market after each new disequilibrium of 
rates arose, this anomaly would be gradually diminished; but the paradoxical 
relationship would never be transformed into the opposite one. Moreover, the 
whole process would aggravate the burden of higher rates upon Britain’s 
external capital account, since Britain lends long but borrows short. 

In principle, therefore, the prescription device appears to be inferior in 
every respect to the funding device. If any case at all can be made for it, 
it has to rest upon sheer expediency. If lack of courage or insufficient fore- 
sight in using the funding technique had caused bank liquidity to get out of 
hand, control of it could doubtless be regained more quickly by prescribing 
a higher minimum ratio than by belatedly resorting to departmental sales of 
stock and similar devices; but this advantage would have to be set against the 
anomalies of incidence and the effects upon Treasury finance. It may be 
contended, similarly, that the funding technique is not strong enough to cope 
with a difficult conjuncture, such as the close coincidence of a big Treasury 
maturity with an issue by a nationalized industry. But such special diffi- 
culties could always be much reduced by good management and determined 
preparations, provided that the authorities have no inhibitions in their use of 
the interest rate and recognize its influence on the banks’ desire for liquidity. 

The weapon of departmental sales and public issues does not have to work 
single-handed. The credit lines of the nationalized industries at the banks 
can be kept down, so that their funding issues come more frequently and for 
moderate amounts instead of in embarrassingly large ones. The local 
authorities can be more vigorously diverted away from the Public Works 
Loan Board. Rates on tax reserve certificates can be raised. All these 
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measures—quite apart from a stiffening of short-term rates as the means of 
putting ‘‘ switching ” pressure upon the banks—can work in combination to 
neutralize over a period the effect of a bond maturity on bank liquidity. 
Most of them are now being employed in some degree. If the whole battery 
of weapons (and those cited do not exhaust the possibilities) is used with the 
requisite firmness well in advance of each threat of a special increase in the 
floating debt, there ought to be a good chance of success even in the most 
difficult circumstances. The main danger points can nearly always be seen 
many months beforehand. This being so, there can be no justification for 
resorting to the unfortunate expedient of prescribed ratios until the battery 
of orthodox techniques has been given an honest chance to show its strength 
by uninhibited and consistent use. At present many of these techniques are 
losing force because the banking world is still not sure that they will be so 
used—and the discussion of alternatives has increased this doubt. 

The one advantage of prescription is the speed with which it could act; 
but even that advantage might not be reaped in practice, because of the risk 
of causing excessively violent dislocation. That risk could be avoided only if 
the device were used gently, with due notice, and merely to reduce an obviously 
excessive liquidity. If it were used abruptly, or actually to contract credit, 
the impact upon gilt-edged and upon bank advances would be very violent, 
because of its arbitrariness and because most or all of the banks would be 
trying to reduce their risk assets simultaneously. The impact then would 
certainly be more severe than any that could result from the funding tech- 
nique, since that process, although involving larger sales of securities in the 
aggregate, works gradually and through a market mechanism that gives the 
banks due warning automatically. Moreover, since they could never be sure 
that a gentle policy would not suddenly become a rough one, the banks would 
henceforth try to confine their investments to the very shortest bonds. That 
would reduce the flexibility of the medium-term market, and in the transition 
phase it might provoke some dislocating switches as well as precautionary 
sales, however gentle the official policy. Paradoxically, the Treasury might 
find that its effort to eschew funding as a monetary weapon had made it more 
difficult for it to fund in any case, except into very short stocks. 


* 


This article, although unusually long, has been obliged to focus upon 
essential principles, to discuss some of them summarily, and to omit many 
relevant questions of practice. The whole subject would have been better 
treated in a series of articles, but it seemed important to draw attention to 
all the major principles forthwith, while the debate is at its height. If it 
continues, there will be opportunity to make good the omissions and to amplify 
the analysis of principles. In the meantime, it is much to be hoped that no 
decision to resort to control of ratios will ever be taken behind closed doors— 
as could happen if the authorities, using the technique of the ‘ request ’’, 


secured the co-operation of the clearing banks. This is too important an 
issue to be decided without full and deliberate public discussion; and in any 
case it would be wrong for the scope of such a control to be determined merely 
by the range of moral suasion. 


W.T.C.K. 
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Dearer Money and the Sterling Area 
A Warning from South Africa? 


mid-February was the decision of the South African authorities to impose 

direct controls on the transfer of capital funds to the United Kingdom. 
This act of restriction does not by any means constitute the first interference 
with the freedom of payments transactions, on current or capital account, 
within the sterling area; nor, happily, did it presage a general resort by overseas 
sterling countries to direct controls as an insulation against the pull of the 
higher interest rates in the United Kingdom. Indeed, within a few weeks of 
South Africa’s action, Australia, which has hitherto been the country most 
inclined to rely on direct controls rather than the monetary weapon, announced 
its intention to effect important increases in interest rates; and in New Zealand 
the Government has recognized that the pressures of the market require 
an increase in yields on new stocks. The Australian measures, which formed 
part of a far-ranging programme of disinflation designed to yield an additional 
{Arto millions a year in new taxes,* are particularly significant and encouraging 
as they mark a switch in the attack on inflation and external deficit away 
from exclusive reliance on import controls. Australia’s attempted insulation 
by direct controls has not only been objectionable to its trading partners and 
to advocates of orthodox policy; it has also been starkly ineffective in shielding 
the external balance from the inflationary effects of internal policy. 

But while Australia’s use of direct controls on imports has been designed 
as a substitute for monetary action against inflation, South Africa’s resort to 
direct controls on capital flows stems from the conviction that the use of its 
menetary weapon has already gone far enough, on the test of the needs of its 
internal economy, and that the further increase in interest rates that would 
be needed to counter the increased attraction to domestic funds of the London 
market is accordingly not warranted. South Africa’s attempted insulation 
through restriction of transfers derives essentially from strength; for that 
reason itself its significance is considerably greater than the similar action 
taken previously by other members of the sterling area. 

The Union’s decision was taken on February 21, that is five days after the 
Bank of England rate was increased to 54 per cent.; but through the preceding 
twelve months substantial pressures had already been felt from the persistence 
of a considerable disparity between rates of interest in the Union and in the 
London market. Indeed, the fact that this disparity could be sustained 
during the second half of 1955 was attributable largely to a self-imposed 
restraint on the part of institutions controlling large amounts of liquid 


A WHOLLY unexpected reaction to the increase in the London Bank rate in 








* The increases have been levied in customs and excise duties (yielding an additional £A5I 
millions) ; sales taxes (fA30 millions); and the company tax (increased by a shilling in the pound 
to yield 4 A30 millions). The bank overdraft rate is to be permitted to rise from 5 to 54 per cent. on 
average, and the banks’ deposit rate is to be raised by 1 per cent., to a maximum of 3 per cent. 
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resources in South Africa. Obeying their own sense of judgment and appre- 
ciation of the national interest rather than any exhortation from the South 
African authorities, they refrained from effecting the transfer of short-term 
funds that the relative level of money rates would have justified. Even so, 
some {£5 millions is officially estimated to have left South Africa for London 
during 1955 to take advantage of the interest rate differential. 

Voluntary abnegation clearly could not be a satisfactory permanent basis 
on which to maintain the nominal freedom in the movement of funds between 
the two markets. On February 15 this was partially recognized by the South 
African authorities in a general increase in short-term money rates; the rate 
for three months’ Treasury bills was raised from 3 to 3} per cent., that for 
six months’ bills from 3} to 3? per cent., and the call money rate of the National 
Finance Corporation from 2{ to 3} per cent. This gave reasonable effectiveness 
to the increase of the South African Bank rate from 4 to 44 per cent. made in 
September; and the Minister of Finance, Mr. Louw, when announcing the 
increases in Treasury bill and other rates, expressed the hope that these would 
be the last in the series of upward adjustments in rates that had taken place 
since 1952. Seldom has a claim been more rapidly undermined, for it was on 
the following day that the London Bank rate was raised by a further I per cent., 
a move that once again imperilled the viability of the whole structure of money 
rates in South Africa. 


RANGE OF NEW RESTRICTIONS 

In the event, the South African authorities decided that they could deviate 
no further from the level of interest rates considered appropriate for the 
conditions of their internal economy. To prevent their hands from being 
forced by an undue outward movement of short-term funds, they therefore 
set up an exchange control over the movement of funds from the Union to 
other parts of the sterling area. The avowed aim of this new restriction is 
to stop the transfer of funds to London for the sole purpose of earning higher 
rates of interest. It applies only to South African residents. Non-residents 
holding funds in the Union have been and remain perfectly free to transfer 
and dispose of these funds as they wish. Further, no current or commercial 
transactions have been affected; and no restriction has been placed on the 
transfer of South African funds to London for the purchase of South African 
mining, industrial or other shares quoted on the London stock exchange. 
If, however, the purpose of the transfer of funds to London is for the purchase 
of non-South African securities on South African account, the permission of 
the exchange control authorities will be refused. The exchange control 
authorities will also now require the disclosure by residents in the Union of 
their holdings of sterling; in the past, declaration has been necessary only of 
foreign currency holdings—the equivalent of what are known in Britain as 
specified currencies ”’ 

The extension of some measure of exchange control to the movement of 
funds between South Africa and the United Kingdom has therefore proceeded 
significantly far. It should, however, be stressed that the Union authorities 
have announced their intention of administering the control with considerable 
svmpathy and elasticity. This, in fact, they appear to be doing, perhaps 
inevitably so, given the freedom that has had to be maintained for the free 
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arbitrage of South African securities between London and Johannesburg. 
Furthermore, the line of demarcation between current and capital transactions 
is as ever difficult to draw precisely, so that any rigid control in the movement 
of funds between the two countries would be extremely difficult to apply. It 
has not been the intention of the South African authorities to introduce their 
limited restriction as the thin end of a wedge that might ultimately separate 
the Union from the rest of the sterling family. The benefits that the Union 
derives from membership of the sterling area, particularly in the freedom 
granted by the United Kingdom to the movement of capital to the Union, 
are very considerable, and they are now almost wholly unrequited (as 
South Africa is not a member of the dollar pool, does not discriminate in 
favour of imports from the sterling area, and no longer guarantees to sell a 
minimum volume of gold in the London market). 

South Africa’s new restrictions in themselves are indeed considerably less 
stringent than those imposed by many other countries of the sterling area. 
In the Asian dominions of India, Pakistan and Ceylon, as well as in Burma, 
all full members of the sterling area, there are severe and rigid controls on 
movements of funds both of a current and capital nature to other sterling 
countries. Each of these countries maintains rigorous limitations on current 
remittances by residents, which apply no less to sterling than to non-sterling 
countries. Their restrictions on movements of a capital character are even 
more draconic. 

In so far as these restrictions apply to the residents of the countries con- 
cerned, they do not, in principle at least, go beyond the kind of control that 
South Africa is now attempting to apply. But in fact, these restrictions can 
also be made to apply to the freedom with which non-residents can remit both 
current and capital funds owing to them. For example, the export of capital 
from India and Pakistan for account of residents in the United Kingdom may 
be facilitated by special agreements under which the transfer is financed 
through the blocked No. 2 accounts maintained by these countries in London; 
but while these arrangements facilitate the repatriation of capital to Britain 
they certainly do not free it and, particularly in the case of Pakistan, in many 
types of transactions such repatriation is subjected to considerable delays. 

The delay extends, moreover, to the remittance from these countries to 
the United Kingdom of profits and dividends; and the queue of applicants 
awaiting permission for such transfers has been lengthening. Even more 
severe limitations are imposed on remittances between overseas sterling 
countries themselves. The most important examples are the restrictions of 
payments to South Africa that have been imposed for political reasons by the 
three Asian dominions, and the special restrictions applied by Ceylon on 
current remittances to India, in order to discourage the influx of unwanted 
immigrants from Southern India. The Australian and New Zealand Govern- 
ments, too, maintain power to impose restrictions on capital transactions with 
other members of the sterling area. They impose no restrictions on the inflow 
of capital for investment or on the transfer of the profits and interest earned 
on such investment; but they give no guarantee that such capital may be 
repatriated, although in practice no restrictions on such repatriation have 
been applied. In fact, the only countries within the sterling area to permit 
complete freedom of movement of funds to other members of the area are 
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the United Kingdom, the Central African Federation, and the various colonial 
territories. And in the case of the colonies, continuance of this freedom is 
undoubtedly in danger as they grow to full independence. 

The significance of the recent imposition of restrictions on the movement 
of capital from South Africa lies not so much in the extent or nature of this 
control as in the fact that the move has come from a member of the sterling 
area that, despite important political differences and frictions, has been one 
of the truly model pupils of the class. South Africa belonged to the inner 
core of the sterling area within which freedom of payments whether for current 
or capital purposes prevailed. Moreover, there are special considerations 
affecting South Africa’s departure from this réle that lend still further 
importance to the move. 

South Africa is the only member of the sterling area, other than the 
United Kingdom, in which there is some semblance of an organized money 
market. That market has been greatly improved in recent years by the 
establishment in 1949 of the National Finance Corporation, which collects 
and mobilizes liquid resources of the large institutions for investment in 
Treasury bills, and the setting up last year of Union Acceptances, an insti- 
tution modelled on the lines of the London acceptance houses. Another 
indication of the organization and effectiveness of the money market in the 
Union is the proposal outlined by Mr. Louw in his budget last month to 
give the Reserve Bank of South Africa power to prescribe additional minimum 
reserves for the commercial banks. This is a device for credit control that 
betokens a reasonably high degree of organization in the money market. 

That market is now being fed in fairly copious measure by the operations 
of the big mining houses, which through their policy of ploughing back profits 
and their highly conservative methods of using them have created a sub- 
stantial fund of liquid capital resources in the Union. This fund is liable to 
the attraction and repulsion of diverging levels of interest rates within the 
sterling area, and particularly between the London and the South African 
money markets. 


REDUCED DEPENDENCE ON LONDON 


No comparable fund exists in any other overseas sterling country. Indeed, 
it is the absence of domestic money markets that has in past years been one 
of the factors contributing to the readiness with which the outer sterling area 
countries have maintained their liquid resources in the United Kingdom. 
Most of the countries do hold substantial sterling balances, but they are not 
balances that will answer readily to the pull of relative levels of interest rates. 
These balances are in the main the monetary reserves maintained by the 
central banks or currency boards. For the rest, they constitute the necessary 
working balances maintained in London by commercial banks and merchanting 
houses operating from these sterling area countries. 

The second special consideration that must be given to the recent control 
of funds by the South African authorities—and it is a consideration that has 
relevance well beyond the confines of the Union—is that it reflects in part the 
reduced influence of the United Kingdom upon the economic and monetary 
conditions of its partners in the sterling area. In former years, conformity 
was imposed on members of the outer sterling area by their dependence on 
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the United Kingdom for both long-term capital and the short-term credit 
used in the finance of much of their foreign trade and domestic operations. 
The rest of the sterling area depended on the United Kingdom as its banker, 
and without any volition on the part of the territories concerned they had to 
respond to changes in the climate of the money market in London. 

This dependence is to-day very much smaller. Most sterling countries 
(and particularly South Africa) are now much more self-reliant for their needs 
of capital and short-term credit; moreover, alternative external sources of 
finance are of greater significance. South Africa, for example, has recently 
financed exports of wool to the continent of Europe by the use of Dutch 
acceptance credits, which have been appreciably cheaper than those available 
in London. It has also been a substantial long-term borrower in the Swiss 
capital market. Within the last few weeks Cape Town has announced the 
renewal of a loan of Sw. Frs. 30 millions, which had originally been negotiated 
in 1953 at 4} per cent. and is being extended for one year at the same rate 
of interest—a much lower rate than could be secured in London. During 1955, 
South Africa borrowed $50 millions of dollar funds, one-half by means of an 
issue of bonds on the New York market and the other half as a loan from the 
World Bank. Australia and New Zealand, in turn, have also secured substantial 
dollar capital, from the World Bank and from long-term loans from official 


bodies in the United States. 





CAN BRITAIN MEET ITS COMMITMENTS? 


The most important of the circumstances explaining South Africa’s recent 
action must, however, be found not in the Union but in the United Kingdom 
itself. The United Kingdom is able to deviate strongly, as it is now doing, 
from the general level of interest rates in the most important capital markets 
of the world. But such deviation is bound to strain the financial relations 
between the United Kingdom and the rest of the sterling area. If Britain is 
to stumble every other year into balance of payments crises, it cannot expect 
other and more prudent countries of the sterling area to emulate its 
remedial measures—any more than the less prudent can expect Britain to forgo 
those measures for their convenience. 

It is vital to remember, of course, that it is not the remedies that are at fault; 
the trouble lies in the disease itself. But now that the United Kingdom has 
forsworn specific economic controls and embraced the alternative and prefer- 
able regulator of monetary control, it will become a much more awkward 
leader of the sterling area club unless it can at the same time forswear the 
inflationary excesses that have to be counteracted by unduly high interest 
rates. This is merely one facet of the broader issues raised by the difficulty 
of so shaping domestic policy as to ensure not only a bare balance on the external 
account, but a sustained surplus commensurate with Britain’s external commit- 
ments and responsibilities as the banker and chief capital market of the sterling 
area and as controller of the currency in terms of which about one-half of the 
world’s international trade, visible and invisible, is still conducted. This is 
what is at stake; and South Africa’s action is but one symptom of the difficulty 
that will be experienced in reconciling what Mr. Macmillan has called ‘‘a 
greedy economy’ with the position of head and chief bread-winner of the 


sterling family. 
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THINK that there is no doubt that in the month which has elapsed since 
the raising of the Bank rate and the Macmillan measures things have been 
moving in the right direction. But they have not as yet moved very far. 

The February overseas trade figures certainly gave some encouragement. 
A narrowing of the “ gap ’”’ from last year’s monthly average of £70 millions 
to £494 millions (just below the average for 1954, in which year there was 
reckoned to be a balance of payments surplus of £136 millions) is certainly 
cheering. But there are special reasons, e.g. the freezing-up of the Baltic, 
why imports may have been restricted last month, and one has to resist the 
temptation .to give all the credit to the credit squeeze. 

Then, of course, there is the decline in the pressure of demand for “‘ con- 
sumer durables ”’ such as motor cars and radio and television sets, which has 
led some of the manufacturing firms to resort to short-time working. This 
may be due more to the raising of purchase tax and the new hire-purchase 
regulations than to the general credit squeeze. That does not matter much. 
The point is that a dent has been made in the state of overfull employment 
which hes at the root of our troubles. It would be a rather bigger dent, and 
« more useful one, if full-time working had been continued in the motor car 
and other industries concerned, with a reduced number of workers and if the 
redundant workers had gone to fill some of the many vacant jobs which still 
exist In other industries. That transition has proved difficult by reason of 
the exceptionally high wage paid in the motor industry, but at least the 
slackening of the demand for cars must mean reduced pressure on supplies of 
materials, notably steel, of which (and of the coal to use with it) we have 
been importing such large quantities at such high prices. 

Meanwhile there have been more wage settlements on the basis of a 7 or 8 
per cent. increase. The engineers have taken 8 per cent. instead of the 15 per 
cent. they demanded. That, relatively, can be taken as a sign of restraint 
and moderation. There are other signs that the workers are now at last 
beginning to see the red light—or at any rate the amber one. (Even the 
B.O.A.C. and B.E.A. maintenance staffs at London Airport who, as I write 
this, have just refused to work overtime by way of enforcing their claim for 
15 per cent., would surely have struck outright if they really thought that 
they had any chance of getting it!) 

But the fact that there may be a more moderate spirit abroad in the 
world of labour does not provide the least guarantee that the country can 
aftord the increase in industrial costs which must follow the present round of 
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advances. The condition of keeping the cost-increase within bounds would 
seem to be a substantial curtailment of overtime working at high rates coupled 
with an extra special effort towards increased efficiency. I don’t know that 
we can expect that. The decision of the British Motor Corporation to raise 
the domestic selling prices of their cars by 734 per cent. gives one something 
to think about in this context. 

However, we have now to wait for the effect of the ‘“‘ measures ”’ to spread 
to other industries, as it surely will, unless the Government is so foolish as to 
listen to the misguided clamour about purchase tax on cars and radios which 
is already being raised. Nothing could be more fatal than to call off or abate 
the measures too early—before they have brought an end to the excess of jobs 
vacant over job-seekers and so effectively taken the steam out of the wage 
pressure. I do not believe that so long as trade is booming in America there 
is the slightest danger of our overdoing the measures and bringing about a 
major trade depression here. A minor depression we must bring about if 
anything more than a temporary halting of inflation is to be achieved. That 
it can be brought about by monetary means nobody now seems to doubt. 
The Labour leaders have now dropped arguing that monetary policy won't 
work. They are even ready to let it work up to a point—though they still 
maintain that it can be a crude and cruel instrument and needs to be cushioned 
by direct controls. Well, I will not stop to argue here about direct controls, 
but what I do say is that whether the Bank rate and the other monetary 
controls must be carried to brutal lengths or not depends almost entirely on 
their psychological impact on the two sides of industry. If employers and 
workers are quick to read the writing on the wall, then the recession need only be 
an insignificant thing. If they refuse to believe that the Government, by 
contracting the supply of money, can make it impossible for wage levels to 
rise—if they kick against the pricks—then the controls have to be more 
“brutal ”’ than otherwise and the recession has to be sharper than otherwise. 
It is often argued that in this enlightened age monetary measures can be 
milder than in “ the bad old days’’. I am not at all sure that the reverse 
is not true, but at all events I do agree that the more intelligently the com- 
munity views them the more effective and, therefore, the less stringent they 
can be. 

But now in this context, what about the Budget ? Has it to be ‘‘ tough ” 
or is the Bank rate and all that already doing the job? I don’t know that 
‘toughness ”’ is precisely the quality I should specify for in Mr. Macmillan’s 
first formal financial statement. I should say rather that what is imperatively 
necessary is “‘realism’’. The essential thing is that the Budget should not 
shirk any problems. The Government’s vetoing of the Transport Commission's 
(inadequate) proposal for covering its current deficit by freight and fare 
increases is, I am afraid, one problem well and truly shirked. How any Govern- 
ment can persuade itself that the gratuitous creation of an extra £40 millions 
of inflationary pressure can be a contribution to the defeat of inflation passes 
my comprehension. It is a shocking example of muddleheadedness or cowardice 
or both. 

If Mr. Macmillan is now to fulfil my condition of realism he ought to make 
allowance for the railway deficit in his budget. Whether the condition must 
even so involve an increase in total taxation, I am, not even knowing the 
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outcome of the current year’s accounts, not prepared to say. I profoundly hope 
that it need not, but if it does it should not be in direct taxation. I was one 
of those who disapproved of Mr. Butler’s reduction of the income tax last year, 
but to put back sixpence seems to me a very different pair of shoes from 
not taking off sixpence. 

What I mean by realism is that Mr. Macmillan should make a completely 
honest assessment of the overall budgetary position and if it shows a deficit, 
as it evidently will, proceed to eliminate the gap. I hear people say again 
(as they have done almost every year in the past): “‘ Surely he can take a bit 
of a chance on balancing. We desperately need some incentive to greater 
effort. Surely you are not going to ask him to deny us that’’. Well, it 
seems to me that the habitual toper is the one man you cannot safely recom- 
mend to take a pick-me-up when he feels run down. And, anyhow, I don’t 
see why we shouldn’t get some “ incentive ’’ element within a balanced Budget. 

The financial squeeze on the local authorities which Mr. Butler—and in 
assessing his Chancellorship we must not forget that it is a considerable item 
to his credit—set going last November, is now yielding quite substantial 
results. Borrowings from the Local Loans Fund have fallen off dramatically 
since the autumn budget. From showing a 50 per cent. increase in the period 
from April I up to that point, they have since shown a 40 per cent. decrease 
on the corresponding figure for the preceding year. But Mr. Macmillan ought 
not to be satisfied with that achievement. The »*-ssure must be kept on. 
Extravagant habits have been formed by the local authorities during the ten 
years of post-war inflation. Their expenditure is still excessive and the 
proper way of dealing with the prospective over-all deficit is to cut it down. 
Many councils still do not seem to have heard that there is a national emer- 
gency on. Some even seem to have persuaded themselves that the ratepayers 
wouldn't notice that their rates had gone up because the poundage, by reason 
of the reassessment, had gone down! I have every sympathy for the shop- 
keepers in their revolt against the load which has been heaped on them. IfI 
were one I should feel like heading a Poujadist movement myself. 

But if in this coming year there is still an over-all gap which can't be 
filled by expenditure cuts, then a drive to secure additional savings is the 
remedy. It is unlikely to be very successful unless and until the public can 
see that the monetary measures have already effectively won the battle. 
Given that condition I have no doubt that a resourceful and imaginative 
Chancellor could find new ways of stimulating saving which would be very 
successful. Having myself no interest, proprietary or other, in football pools 
I am all for trying the lottery bonds proposal. 

There remains, of course, the question of extra taxation. If it were a 
matter of balancing the ordinary “ above the line ’’ budget, the normal course 
would be to increase taxes. But the ordinary Budget is not in deficit. There 
will be a big surplus in the year now ending. And without doubt Mr. 
Macmillan will be able to reckon on a substantial prospective surplus for the 
coming year, even taking into account—as he certainly should do—unpleasant 
contingencies like the cost of maintaining our troops in Germany and the 
extra liability which the agricultural prices “‘ review’ will impose on the 
Exchequer. That surplus will go towards covering the “ below the line ”’ 
deficit. But if it doesn’t cover it? If after we have covered part of the 
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public sector capital expenditure by forced saving, are we to be condemned 
by extra taxation to more forced saving to cover the rest ? 

I must say that I rebel violently against the idea that at this time of the 
day we should be asked to pay more taxes. Lord Coleraine was arguing in 
the House of Lords the other day that high taxation was inflationary and low 
taxation deflationary. I wouldn’t go as far as that. I regard the honestly 
balanced over-all Budget as essential in our present situation. But [ don't 
see why, given that condition, the coming Budget should not be used to 
strengthen incentives to industry and thrift. That would involve some 
increases in taxation in order to render possible decreases elsewhere—decreases 
which could be expected to have anti-inflationary tendencies. If one asks 
oneself what particular tax reliefs would qualify, there are of course many. 
A raising of the surtax limit would be one. Effectively, the income at 
which surtax begins is continually falling. In terms of pre-war values it must 
now be at around £700. There is a most cogent case for raising the limit to 
take account of the fall in the value of money. Few fiscal steps would be 
more productive of increased net national saving than a lowering of the surtax 
scale in the upper ranges. The assimilation of the taxes on distributed and 
undistributed profits (as recommended by the Royal Commission) would, as 
I believe, make for industrial efficiency. I don’t, so far as this year is con- 
cerned, press either suggestion. 

I would give priority to two less ambitious and less provocative reforms. 
I would make a start on the Millard Tucker proposal for giving similar relief 
from income tax to the superannuation provisions of self-employed persons 
as is already available to employed persons. The cost to the Exchequer 
would be small; the true cost to the community would be nil. And I would 
extend the maximum limit of the earned income allowance (in real terms this, 
too, has of course fallen progressively with the rise in prices) and at the same 
time increase the degree of relief from the present two-ninths to one-quarter: 
This would cost quite a lot of money. How much would partly depend on 
the extent of the raising of the upper limit of income qualifying, but the main 
cost would be in increase in the relief fraction, which on a full year might be 
{60-70 millions. It would be necessary, I think, to combine the two reliefs 
since merely to raise the income limit would be offensive to the egalitarian 
spirit of the times. I can think of no practicable proposals which would be 
better calculated to give a fillip to the morale and incentive of the working 
population. To make a decent job of it might cost £100 millions. 

I would find the money mainly .by rerating industry and agriculture. 
The proceeds of that step would, of course, have to be passed to the Exchequer 
through an adjustment of its grants to the local authorities, but that I feel 
would be in itself an advantage in that it would both place greater responsi- 
bility on the authorities for their spending and be likely to increase their 
responsiveness to local opinion. 

Looking back, I wonder whether Mr. Churchill’s famous derating measure 
was ever justifiable. [I am sure in any case it is sono longer. If more money 
is needed, as it may be, I would get it by some increase in the sumptuary 
taxes. They are all high enough in all conscience, but Mr. Macmillan ought 
to lean over backwards (short of “ unbalancing ’’ of course), to do something 
constructive, something hope-giving in his Budget. He can do nothing better 
than give this increased measure of earned income relief—as I see it. 
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The Coming Test of the D-Mark 
By C. W. Layton 


N the Berlin suburb of Spandau there stands a curious tower, the ‘‘ tower 

of Julius’. The tower is now part of the prison where war criminals serve 

their sentences, but to Berliners it also has other associations. After the war 
of 1870 it had served as a money-box for French reparations. Gold bars worth 
250 million francs had been stored in the tower, and despite loud public 
demands that the gold be spent somehow, had remained there for some years. It 
became, it is true, the official backing for the German currency, but it was 
regarded also as a symbol of the unreasonable requirements of high finance. 
To-day the German press is full of discussion of another “ tower of Julius ”’. 
But this time the hoard is not French gold but the enormous cash reserve 
of the German finance minister, now over Dm. 7,000 millions (equivalent to 
nearly £600 millions). 

Herr Schaffer’s reserve partly consists of support costs put aside for 
Germany’s allies, but it is also the result of over-pessimistic estimates on both 
sides of his budget. Ever since he took office, the careful minister has con- 
sistently underestimated his tax revenue. In the current financial year alone, 
tax revenue was estimated at Dm. 23.15 billions, whereas it may well reach 
some Dm. 24.4 billions. At the same time, expenditure this year has been 
running far behind estimates, chiefly because of the very considerable lag in 
spending on Germany's new armed forces. In 1955-56 Herr Schaffer expected 
to provide for this purpose Dm. 5.2 billions (£440 millions) ; in fact no more 
than a few hundred million marks have been spent. Yet Germany’s contribu- 
tion to the support costs of the forces of the United States, Britain, and France 
is dropping according to schedule—from the long-standing monthly total of 
Dm. 600 millions to Dm. 300 millions in July-October last, to Dm. 200 millions 
a month in December-April, and to nothing from June. By January of this 
year, despite the fact that his original budget provided for a large deficit, 
Herr Schaffer had accumulated a cash reserve on the current year’s operations 
alone of Dm. 2,893 millions. 

Herr Schaffer’s large reserve has naturally attracted the attention of the 
Allied powers faced with the loss of Germany's contribution to the upkeep of 
their forces in Germany. Britain and France in particular are disturbed by 
the prospect of heavy additional foreign exchange outlays on this score, and 
in the course of negotiations in Bonn they have claimed that, since Germany 
is as yet making little contribution to its own defence, the West German 
Government should continue to assist them in the coming financial year. 
They have asked for a financial contribution of Dm. 2.4 billions (in addition 
to the Dm. 2.4 billions or so that remained in January from unspent German 
contributions in previous years). The United Kingdom Government has 
indeed framed its budget estimates on the assumption that it will receive its 
normal share of one-quarter of this sum (i.e. about £50 millions). Germany 
has so far made no commitment to grant such support. The three former 
occupiers have based their claims on an ambiguous clause in the financial 
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convention to the Paris agreements under which Germany agreed to negotiate 
about the further “ support (for example, goods and services) of [those] forces, 
having regard to the financial position of the Federal Republic’. Herr 
Schaffer, however, has put up a violent public resistance to the demands, and 
the Bonn Government has claimed that the article refers to physical equipment, 
not to financial help. Some additional German financial contribution will 
no doubt be made, but even if the full Allied request is satisfied, much 
of Herr Schaffer’s hoard will remain. 

But the former occupiers are not the only group that has been assailing 
the guarded tower. Taxpayers in general and interested groups of all kinds 
have been pressing that the cash be used to finance tax reductions or for sub- 
sidies. And mingled with these interested voices has been a growing volume 
of reasoned criticism, based on a deeply felt concern that the ultra-conservative 
fiscal policy has taken too little account of the wider needs of the economy. 

Economic and financial policy in Germany in the next three years will take 
on a critical importance. During the past eight years, the deutschemark has 
grown into one of the hardest currencies in Europe. Its strength, though 
partly derived from good management—in the ruthless currency reform and 
in the austere Prussian regime of Herr Vocke at the Bank deutscher Lander 
—has also been gained from two major structural economic factors that have 
favoured Germany in comparison with other nations. These comprise first 
the 11 million refugees, who provided a vast labour reserve and whose existence 
has encouraged the remarkable moderation shown by the trade unions; and 
secondly, the lightness of Germany’s defence burden. In 1954, total defence 
(including support) costs took up only 5 per cent. of the national income, com- 
pared with a proportion of 10 per cent. in Britain. But in the near future 
both these big economic advantages appear likely to come to an end, and 
German economic policy and with it the mark itself will be subjected to a 
critical test. There will be no leeway then for the disposal of the accumu- 
lated budget surplus; for already the economy has lost much of its former 
room for manoeuvre. 


IMPACT OF FULL EMPLOYMENT AND REARMAMENT 


The labour market has for some time shown signs of strain. At the end 
of February, admittedly, the number of unemployed topped 2 millions; but 
seasonal building unemployment is always large during the hard German 
winter and this year’s freeze raised it exceptionally. In September unem- 
ployment had dropped under 500,000 (2.8 per cent. of the labour force) and 
it seems likely to fall well below this level inn the summer. Much of the 
remaining core of unemployed is concentrated in special areas—along the 
zonal frontier, where whole towns and their surroundings have been severed 
from their local markets or distribution centres; and in refugee areas such as 
Schleswig-Holstein and Northern Bavaria, where expelled farmers and shop- 
keepers have been unable to find a niche in society. But in the industrial areas 
of the Ruhr and Southern Germany, both in industry and in the building 
trade, a shortage of many types of skilled labour has become marked, certainly 
in the summer months. 

In the next few years, moreover, the labour shortage is likely to be accentu- 
ated, for at least two reasons. In the first place, the number of school leavers 
will be well below the level in earlier post-war years. Secondly, it appears 
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unlikely that the flow of refugees from the Eastern Zone, which reached some 
271,000 in 1955, will continue indefinitely on its present scale. The main 
cause of flight is now to be found in economic rather than political motives; 
and as the economy of Eastern Germany gains strength, the desire to emigrate 
may wane. The West German trade unions have recognized the new strength 
of their bargaining power, and lately have been pressing wage claims with 
more vigour. Between November, 1954, and November, 1955, weekly money 
earnings per worker rose by 7.9 per cent.; this year, further big claims have 
already been satisfied and others are outstanding. Total wage and salary 
incomes in 1955 rose by 13.2 per cent.; gross national product, in real terms, 
rose by about 10 per cent., and industrial output by 16 per cent. In the 
atmosphere of tense demand, industry was not prepared to absorb the whole 
increase 1n its labour costs, and industrial prices rose, by 2-3 per cent. 

At the same time new investment is yielding less rewarding returns than in 
the last few years. Reconstruction, with its swift results, is virtually over, 
except in a few industries that were held back by the Allies—steel and 
shipbuilding for example. The labour shortage has induced more intensive 
investment, in projects of rationalization, which will not yield the easy 
quantitative expansion of earlier years. But above all, rearmament, if and 
when it gets into its stride, will place a sudden and heavy strain on the taut 
German economy. Professor Erhard, the ebullient Minister of Economics, 
has declared: that rearmament can be achieved without inflation; his remark, 
like the Professor himself, is good for morale, but it has been greeted with a 
good deal of scepticism. 

The planned increase in defence spending does not of itself seem particu- 
larly severe. Regardless of all political or military considerations, Herr 
Schaffer has declared that Germany cannot and will not contribute more 
than Dm. g,000 millions a year to its own defence. This comprises about 
half the total of military expenditures in Britain, and it would take up under 
6 per cent. of national income, against Britain’s Io per cent. The total bill for 
rearmament is expected to reach Dm. 45 billions (£3,843 millions) ; the 
army may take some three years to build up and the navy and air force 
four, if original plans are fulfilled. Spending of the 45 billions was scheduled 
to be spread over four years or so, starting in April, 1955. The plan is that 
the finance minister's annual contributions should raise Dm. 36 billions: 
United States aid in kind to a value of Dm. 4 billions has already been 
promised ; and Bonn, much to the irritation of visiting American Congressmen, 
calmly assumes that Uncle Sam will pay the rest somehow. 

Even if he does, the German spending of Dm. 36 billions will put marked 
pressure on resources. Both Herr Schaffer and Dr. Erhard are anxious to 
ease this pressure by ordering as much equipment as possible abroad; but for 
one reason or another it may not be possible to import more than some Dm. 4 
billions of equipment. Thus the German home market will have to absorb at 
least Dm. 32 billions of additional demand, and probably more. So far only 
a few orders have been placed, but this year military demands will steadily 
grow, and then in 1957 and 1958 orders will roll down on the German economy 
“like an avalanche’, as one German commentator has put it. In the last 
two years of rearmament, the German economy might have to accept some 
Dm. 15 billions of spending on equipment and new forces, quite apart from 
maintenance of the forces already in being. This would be an additional 
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burden nearly as big as the increase in the national product between 1954 
and 1955 and nearly half as big again as the increase between 1953 and 1954. In 
total, about half a million young men would be withdrawn from the labour 
force for military service. 

Thus by 1957-58, if rearmament goes ahead according to plan, the deutsche- 
mark will be tested by new and painful strains. The Germans are particu- 
larly anxious that it shall withstand them. The strength of the currency 
since 1948 has made possible the gradual reconstruction of some sort of social 
and political order in Germany, in marked contrast with the terrible upheaval 
that followed the First World War. And it has meant that a recovering 
Germany, instead of being regarded as an unhealthy dangerous debtor, has 
been able to open its gates to imports, and in recent years to become the main 
driving force behind expansion throughout continental Europe. These are 
the achievements that will be endangered if the mark falls. 

The new problems of an economy under pressure have evoked strikingly 
different approaches from the three men who together lead German economic 
and financial policy—Dr. Erhard, Herr Schaffer and Herr Vocke. Last 
month indeed these differences were brought dramatically into the open, by 
the action of Herr Vocke in raising the re-discount rate against the declared 
objection of Herr Schaffer and his colleagues in the Government. Dr. 
Erhard’s approach to the new pressures has been an expansive one. He has 
declared that his aim is to maintain the advantages of boom together with 
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stability; he has shown no concern to reduce the volume of demand, but has 
rather made every effort to keep prices stable by improving the flexibility of 
the economy and increasing supplies. He has continued to use Allied laws 
to attack cartels; he has put pressure on prices by liberalizing imports and 
by making sharp cuts in tariffs in sectors in which prices were under strain; 
and he has made a large number of speeches, appealing to businessmen and 
trade unionists not to raise prices or press for excessive wage increases. His 
lack of concern with the volume of demand is reflected in his acceptance of 
increased Government subsidies—on milk and coal, for example. But as 
Minister of Economics, Dr. Erhard has neither direct responsibility nor power 
to affect the volume of demand. 

In essence, Dr. Erhard is making a bid to attack rising prices by increasing 
the supply of goods and labour instead of by checking expansion. Germany, 
with its gold and dollar reserves now larger than those of the sterling area, 
can afford this attempt where Britain could not. Dr. Erhard’s removal of 
import controls and his selective tariff cuts do seem to have exercised a salutary 
pressure on prices. Aided by the plentiful reserves, it has been possible to use 
imports as a safety valve. The same course has been followed in the labour 
market. Despite initial objections from the trade unions, Dr. Erhard seems 
to have won their acceptance of the need to import Italian labour, at least in 
agriculture. When military recruiting really gets under way, Italian labour 
may play a vital part in easing the strain on the labour market. 

Finally, even Professor Erhard’s exhortations seem to have been of some 
value. Speeches could not, of course, bridge any real gap between supply 
and demand; Dr. Erhard aimed rather to prevent the psychological price 
inflation that so easily arises when order books are fat and boom is in full 
swing. He does seem to have successfully stiffened consumer and buyer 
resistance to such increases, to have persuaded them to look out for com- 
petitive supplies, perhaps even to restrain their ordering. 


HERR VOCKE'S SQUEEZE 
The booming voice of Dr. Erhard has not, however, carried conviction with 
Herr Vocke in Frankfurt. Since the summer of 1955, the Bank deutscher 
Lander has been taking steps to check the expansion of credit. In August 
it raised the re-discount rate by } per cent. to 34 per cent., and also increased 
minimum reserve ratios. And early last month it pushed the Bank rate to 
44 per cent. The opposition of both Dr. Erhard and Herr Schaffer—and 
apparently Dr. Adenauer too—to these moves is based on underlying doubts 
about the use of a restrictive monetary policy in existing circumstances. 
Germany's reserves of liquid capital are still small, and its money and capital 
markets frail. In the autumn, free money market rates of interest went far 
above the level of the discount rate. The call money rate, for instance, rose 
to 4} per cent. in the week before the latest rise in Bank rate, that is, to ? per 
cent. above the old discount rate. The rate on normal advances was fixed 
officially at 8 per cent., but in practice many “ black’ loans were granted 
at still higher rates. The weapon of the increased minimum reserve ratio 
had a marked and unpopular effect. Short-term credits ceased to grow as 
rapidly as in the previous year. 
The fear of the politicians is that a further severe quantitative restriction 
of credit would have disastrous social and economic consequences, perhaps 
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without even achieving its ends. The capital structure of much of Ger- 
many’s industry is still fundamentally unsound. Asa result of the destruction 
of liquid assets by the currency reform and of the negligible capital market 
in the early years following it, bank credits have been a vital source of finance 
for long-term industrial investment. In the last few vears the bigger concerns 
have slowly managed to consolidate their capital by new issues, but many 
small and medium-sized firms, particularly refugee firms from the East, still 
subsist dangerously on bank credits, frequently renewed. A sudden reduction 
of bank credit would bring many of these firms to their knees. A credit squeeze 
tends to have only a small influence on the main sources of the pressure on the 
capital goods industries—the Government itself, and the larger firms that 
have built up big liquid resources and plan continuous expansion on a long- 
term basis. The weakness of the capital structure of German industry makes it 
difficult and unpleasant to use the traditional flexible weapons of monetary 
policy to maintain stability in times of boom. 

And this brings us back to Herr Schaffer and his tower. One of the car- 
dinal aims of German economic policy has been to restore a capital market 
to remove the undue dependence on short-term capital. But there are many 
German economists and bankers who feel that Herr Schaffer has not done all 
he could to achieve this aim. Perhaps as an incidental consequence of the 
separation of the Ministries of Finance and Economics, Her Schaffer has 
appeared to approach his duties in the spirit of a Gladstone—determined to 
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balance his budget, spare the public’s money and use it well, but frequently 
ignoring the wider economic implications of his actions. Thus in 1952, to 
assist state issues, he introduced the unfortunate capital market law granting 
tax exemption to interest on state loans, thus critically discriminating against 
industrial issues. Two years later the law was repealed; prices of bonds 
dropped overnight and the small savers who had begun to buy Government 
bonds lost a large portion of their capital. Instead of filling his Treasury 
tower, many critics hold, Herr Schaffer should rather have used his oppor- 
tunity to extend tax reliefs that would encourage saving and the establishment 
of a viable capital market. 

But the main burden of the reasoned criticism of the finance minister's 
accumulation rests on the danger that will be run when it is spent on arms 
purchases in, say, 1957-58. The spending of the hoarded liquid cash will, of 
course, have exactly the same inflationary effects as would the creation of 
new money. The critics argue that the growth in Government spending should 
be counter-balanced either by increased taxes or by the raising of loans, which 
would at least drain funds from the market. Herr Schaffer’s “ correct ’’ fiscal 
policy willin effect be as profligate in the near future as it has been parsimonious 
in the past. Tax reliefs should have been granted last year, to increase the 
suppleness and strength of the economy in preparation for rearmament, 
whilst next year taxation, or the Government’s pressure on the capital market, 
should be tightened. 

The reasoned demands for a change in fiscal policy have, however, been 
confused by more interested complaints. And it is to such criticism that 
Herr Schaffer has recently shown greatest response. He has offered to lend 
some of his reserve to certain Land governments, and last month he published 
a letter to the Bank deutscher Lander in which he had offered to lend part of it 
to the commercial banks. But the central bank refused the minister's offer, 
and now opposes any release of his reserves. Additional credits or tax reliefs 
granted now would probably be felt just as the weight of rearmament is 
falling on the economy. It seems, indeed, that it is already too late to release 
the Treasury’s hoard internally. The Western Allies may be excused for 
suggesting that only they can solve the problem by draining off some of the 
surplus cash for their own use. 

It is becoming increasingly clear that one of the main dangers that 
threatens the mark is the lack of consistent economic policies. Professor 
Erhard’s powers are limited, and despite efforts on both sides, he and Herr 
Schaffer have not always achieved a harmonious working relationship. And 
this in turn has weakened control over the spending departments. Both in 
housing, where the existing pressures will be augmented by military construc- 
tion projects, and in agriculture, where the Government has just proclaimed 
a Dm. 1,000 millions programme of subsidies, ministers tend to be given their 
head for political reasons. Perhaps most serious of all, the deep differences 
of approach that sometimes separate the Bonn Government from the Bank 
deutscher Lander have aroused fears that the Government seeks to restrict the 
coveted independence of the central bank. 

During the past eight years Herr Vocke has succeeded, perhaps for the first 
time in modern German history, in pursuing a completely autonomous central 
banking policy, free from Government and business influence, dedicated solely 
to the preservation of the currency. Now, however, the Government plans 
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to replace the decentralized system set up by the Allies on the model of the 
Federal Reserve System, by a newly constituted central bank of issue. (At 
present, the issue of notes to the public is channelled through the nine Land 
central banks.) The change seems technically sensible, but there are fears 
that when the law takes final shape, Herr Vocke will find that his wider power 
is no longer immune from governmental influence. 

After next year’s elections, the new Government may be able to develop 
a more rigorous and concerted economic policy. At the same time, even if 
Herr Schaffer releases part of his accumulated funds into the economy, his 
natural frugality may find some other outlet and succeed in skimming off 
more purchasing power. And the underlying strength of the economy itself 
should further ease adjustment to the new pressures. The very high rate of 
investment of recent years and the resulting rapid growth of production, for 
example, will make it much easier for the economy to absorb the new demands 
of defence than it was for Britain in 1951. At the same time there seems 
no reason to believe that the remarkable flexibility shown by the German 
economy during the last few years will be altogether lost. All the main 
parties, including the Social Democrats, now accept the principles of the free 
market economy, and the new anti-cartel Jaw, though less liberal than the 
rigorous Allied law hitherto in force, seems likely to be a great deal more 
effective than the Bill now before the British Parliament. Finally, 1f Govern- 
ment economic policy in the end proves unduly weak, the Bank deutscher 
Lander or its successor can be relied upon to squeeze credit, brutally if 
necessary—always provided that Herr Vocke remains 1n charge, both nominally 
and effectively. His resolution may be needed; for the test of the immature 
German economy in the next three years could be severe. And it may come 
at a time when Germany’s young political democracy is also on trial. 


British Banks in Town and Country 
An Artist’s Sketchbook 


By Geoffrey S. Fletcher 


HIS small country town bank belongs to a type not featured before in 

these pages—the type influenced by the Norman Shaw school in the 

1880s and gos, consisting of elements derived from the styles in vogue 
in the days of Queen Anne and importations from Holland and Belgium. 
Indeed, this little building is altogether very similar to some of the banks in 
the Dutch and Flemish towns. In Holland, buildings such as this of all 
periods except the most recent fringe the canals. In the East Grinstead 
bank even the circle in the gable is faithfully reproduced, the only difference 
being that in Holland a winch would be placed there for the purpose of hauling 
furniture in through the windows, a feature hardly likely to interest a 
respectable clearing bank. But in general, the stvle as transplanted to Britain 
in the ‘nineties produced some dismal stuff—including acres of busy, highly 
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National Provincial Bank, East Grinstead 


ornamented, dust-gathering blocks of flats in fierce red brick around Sloane 
Square and similar parts of London. 

This part of East Grinstead has several old buildings, some medieval, yet 
the bank seems to fit quite snugly, and the heavily rusticated bottom half 
gives that feeling of awesome solidity at one time considered indispensable in 
architecture of banks and prisons. On reflection, it seems to have been a 
somewhat curious conception that the same treatment could according to 
requirements be either reassuring or alarming. 
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Alternatives to Surtax 
By Ursula K. Hicks 


ROBABLY not many people would be prepared to maintain that surtax 

has been working completely satisfactorily in post-war Britain. The very 

high rates on the upper brackets of income should put an effective ceiling on 
expenditure of between {6,000 and £7,000, yet we have all seen people who 
seem to be spending more than this. It is held that surtax collections ought 
to be higher than they are. Common observation is not a very good guide to 
tax failure, but it is obvious that a very great strain was put on both the 
morals and the ingenuity of taxpayers, no less than on the machinery of the 
administration, when it was decided to carry the penal rates of wartime over to 
a situation in which the normal demands for a right to the fruit of one’s labour 
reassert themselves. In particular, since the end of the war, the march of 
inflation has on several occasions put capital gains within easy reach of many 
who never thought of bothering about them before, while with high tax rates 
the sacrifice involved in slowly consuming one’s capital has been minimal. 

There is little doubt that if it were in any way politically possible, a 
substantial reduction in the upper surtax rates would be a wise step. Short 
of this it is highly desirable to examine possible alternatives, or combinations 
of alternatives, that might give a better result than the present system. The 
most serious discussion of these is to be found in the recommendation of the 
dissenting Minority of the Royal Commission on the Taxation of Profits and 
Income for a capital gains tax; and in the Inland Revenue’s memoranda on 
such a tax. More adventurous is Mr. Kaldor’s recent examination of the possi- 
bilities of an Expenditure Tax* as a substitute for surtax, to be combined with 
a capital gains tax at the standard rate range. 

The purposes of surtax, as an item in the present tax structure, are on the 
social side to bring about a greater equality of spendable incomes and on the 
economic side to aid (or at least not hinder) the general policy of securing 
economic stability at a high level of activity and the fullest possible development 
of the nation’s resources. Acceptable alternatives must fulfil these objects at 
least as well. In addition it must be shown that they have as equitable and 
viable a base as surtax. A satisfactory tax base may be defined as: (i) One 
that is not easily avoided (by legal means) or evaded (by illegal manoeuvres) 
by a substantial body of taxpayers; this implies that liabilitv must be well 
defined, so that there is no reasonable doubt concerning it. (i1) One that has a 
base that cannot easily be eroded, by Parliament if new legislation is required, 
or by the courts in the process of making it workable. This implies a base 
comprehensive enough to cover all that it 1s intended to tax, but not so 
ambitiously comprehensive that it cannot be administered efficiently. 

In these respects the base of the traditional British income surtax has 
much to recommend it ; over the decades it has suffered remarkably little 
erosion. Mr. Kaldor indeed would have us believe that the fact that the 





* N. Kaldor, An Expenditure Tax, Allen & Unwin, 18s, 
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earliest legislation included “‘ income, profit or gain ”’ is an indication of serious 
erosion. In view of the vagueness of accounting concepts in the eighteenth 
century, when the tax was introduced, this is hardly reasonable. It could 
more plausibly be maintained that of recent decades the base has been widened, 
by including an increasing range of capital gains intended to avoid surtax. 
Of these we shall have more to say later. So far as the evidence goes, British 
income tax has all along concentrated on taxing the fruits, but leaving the 
trees themselves intact (taxation of the trees being left over for death duties). 

This is a perfectly logical and viable base, giving rise to uncertainty only in 
marginal cases where, owing to the peculiar nature of the fruits, there is difficulty 
in distinguishing them from mere growth. The various refinements that have 
been introduced into the tax over the course of decades—personal allowances 
on the one hand and depreciation allowances for durable equipment on the 
other—can logically be justified as adjustments necessary to maintain the 
health of the trees. 


WIDENING THE TAX BAseE 

The base of British income,surtax is logical and workable; but is it also 
sufficiently comprehensive ? The definition of “taxable income’ falls 
considerably short of the economists’ theoretical definitions, which (although 
they are not very definite or well agreed) would certainly include in addition 
to the fruit some reflection of the growth of the trees—such as “ the amount 
which the taxpayer could consume during the year without impoverishing 
himself.’ Both the alternatives now proposed would have a wider base than 
surtax. The American capital gains tax, which is the prototype of the Minority’s 
recommendation, is based on some idea of income as representing “‘ spending 
power ’’ or “‘ economic power ’”’ (whatever that may be). The nearest the 
Americans have come in practice to implementing this base is a (to all intents 
and purposes) flat rate tax of 25 per cent. on realised gains only, with a less than 
symmetrical allowance for losses, coupled with the inclusion in surtax of gains 
on assets held less than six months. 

The expenditure tax would abandon the concept of “ spending power ” in 
favour of actual spending. This would effect a substantial modification in 
fiscal outlook, since spending out of capital indicates a decline, not an increase, 
in economic power. The justification of the spending base is that, on the 
economic side, it would provide a more powerful instrument for the control of 
inflation than surtax, part of the revenue from which obviously comes out of 
saving (but this argument would be much stronger if it proposed to extend the 
expenditure tax over the whole income tax range); while on the social side it 
would deal more effectively with the advantages that the ownership of property 
confers than the present combination of discrimination against unearned 
income and penal estate duty. 

Space does not allow of a theoretical examination of the merits of the 
different alternatives. It is immediately obvious, however, that compared 
with the present tax the capital gains tax would tend to check accumulation, 
and perhaps the motive for it, since reinvested gains would apparently bear the 
same tax as gains that werespent. The expenditure tax would tend to promote 
accumulation among the savers and rapid decumulation among the spenders. 
(This would hardly promote equality in the long run, whatever it might do 
at the moment.) Indeed if spending were due to needs and not choice, it 
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could give rise to considerable hardship, which would have to be alleviated by 
some adjustment. The effect on saving of course would be correspondingly 
favourable. In general, the effect of income tax on saving is equivalent to a 
reduction in the rate of interest, and there is no such effect in the case of the 
expenditure tax; but it is open to doubt how far long-term saving habits are 
influenced by such considerations. In practice much would depend on the 
relative rates of tax, a matter that is discussed below. 

The practicability of either of the suggested alternatives depends on whether 
they would provide as satisfactory and workable a base as that of the present 
surtax, and on whether they could be woven into the tax structure without 
causing disruption of the machinery of assessment and collection of revenue. 

We can deal fairly briefly with the expenditure tax. This is intended to be 
a highly progressive cumulative levy on all personal outlay. How high the 
rates would have to be would depend on the object to be reached: whether 
primarily the control of expenditure, or alternatively the collection from surtax 
payers of an amount of revenue broadly similar to what they pay at present. 
It hardly seems likely that anything much less would be politically acceptable. 
If this were the case there is a presumption that rates would have to be 
substantially higher than the surtax progression, since the base would be more 
narrowed by the exclusion of saving than it would be widened by the inclusion 
of spending in excess of income. In passing, it should be remarked that there is 
a small catch here: rates of expenditure tax would look higher than the 
parallel rates of income tax because they would be assessed net, while those of 
surtax are assessed on the gross income. But the rates of expenditure tax 
would almost certainly need to be really, not merely nominally higher. 

WouLD AN EXPENDITURE TAX WoRK ? 

It is obviously impossible to expect taxpayers to keep reliable accounts of 
their expenditure, but a way of circumventing this difficulty was invented years 
ago by the American economist, Irving Fisher, who was led to the expenditure 
tax because he believed that expenditure was the only true measure of income. 
The taxpayer would be assessed on the difference between his total receipts 
in the period (including initial bank balance and cash holding) and the total 
amount of money (including end of year balance and investments) applied in 
ways other than personal spending. In practice rebates would have to be made 
from this residue, on two grounds. In the first place an expenditure tax is 
tougher on the large family than an income tax, because it falls wholly on 
spending and not at allon saving. Secondly, just as income taxes discriminate 
against fluctuating incomes, an expenditure tax would discriminate against 
fluctuating expenditure. To make it possible for people to buy durable 
consumer goods, and to mitigate hardship when heavily bunched expenditure 
was unavoidable, some means would have to be found of evening out liability. 
Needless to say this necessity would greatly add to the administrative difficulty. 

The residual method of assessment is formally watertight, in the sense that 
it would not pay a taxpayer to conceal any item of expenditure out of his bank 
account or declared cash, since it would show up in any case in the final balance. 
But many ways of evasion would still be open to him: most easily by expendi- 
ture out of receipts not entered, or made to a nominee. Moreover, in so far as 
the rates of tax were higher there would be even greater incentive than at 
present for expense accounts and other business drawings. Mr. Kaldor believes 
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that unreturned expenditure would be easier to detect than unreturned income, 
but this is at least open to doubt, especially if it were made in a diversity of 
places. Moreover, the Inland Revenue would be at a sad disadvantage in that 
it would have to anticipate an entirely new set of ingenuities on the part of 
taxpayers in respect of a tax that started at a very high rate, instead of being 
able to learn the dodges gradually as rates rose. 

All this assumes that Parliament would not be so concerned with the very 
real hardships that might arise, that it would not so erode the intended base as 
to destroy the efficiency of the tax, and, further, that the—as yet unexplored— 
problems of the switch over can be solved. It would surely be grossly in- 
equitable to subject to an expenditure tax expenditure out of income that had 
already paid surtax. 


CAPITAL GAINS—WHICH ARE TO BE TAXED ? 

Queries concerning a capital gains tax are less numerous, but there are a 
number of difficult hurdles to be surmounted before it can be accepted as 
appropriate in British conditions. The first problem is to decide whether all 
gains are equally eligible for taxation, and if not whether a method can be found 
either of confining the tax to those that are especially taxworthy, or taxing 
them more heavily. 

The gains that attract most attention are those that give the taxpayer 
substantially more spending power than he would have had if he had arranged 
his affairs differently; these are most likely to reflect deliberate avoidance of 
surtax, and are probably more likely to be spent—which is what really matters. 
Such gains result for instance from over-retention of profits in the closely held 
company, from stock exchange speculation, including all species of dividend 
stripping (but here the authorities are getting progressively better armed) 
and from speculation on markets other than the stock exchange. Such gains 
owe much, but by no means everything, to inflation. 

In contrast, when inflation is sustained, almost everyone who changes the 
disposition of his assets realizes a gain. Many of these are only paper gains; 
if other incomes and prices have risen more they may even reflect real losses. 
On the other hand some of these paper gains may be turned into very real gains 
by skilful switching; there would however be no means of discriminating 
between them. The case for taxing inflationary gains is clearly weaker than 
that for taxing deliberate gains. If the inflationary gains are wholly reinvested 
in other assets, as may well be the case, it is very weak indeed. 

l‘inally, there is the type of gain that results when assets representing long- 
term appreciation and accumulation in a growing company are eventually sold. 
The gain in this case reflects much more the good management of the company 
and the skill of the investor in backing it—than current economic conditions. 
The case for the taxation of gains of this nature is the weakest of all, since it 
could well have disincentive effects on the willingness to venture. 

It thus appears that different sorts of gains are by no means equally 
taxworthy. In practice, if a capital gains tax is established, it will be difficult 
to draw the line so as to exempt any considerable range of gains. If all gains 
are to be taxed, the fairest way would be by some system of averaging, which 
would permit fully symmetrical allowance for losses (since timing would no 
longer be relevant), and which incidentally could also be used to relieve 
recipients of certain kinds of fluctuating income. This however is admini- 
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stratively very difhcult, especially when tax rates are changed (as experience 
with E.P.D. in World War I shows). It is notable that the Americans seem to 
leave the basic rate of even their flat tax as unaltered as possible, making any 
desired adjustments through rebates on particular types of gains. There is 
a strong case for averaging income tax on fluctuating incomes, but the Royal 
Commission was unable to recommend it, save in the most exceptional cases, 
on account of administrative difficulty. It seems therefore that the averaging 
solution is not available, and this is Mr. Kaldor’s conclusion also. 


TAXING GAINS IN SURTAX 

Two alternatives remain: (i) a flat rate tax on the American model, and 

(ii) a further development of traditional British methods of including the most 
taxworthy gains in surtax. Before tackling the problems of the first, let us 
glance at the present position of the second, which has been set out in the 
Inland Revenue’s Memorandum for the Royal Commission. In most ways the 
position has substantially improved in recent years. Case law has now 
established that gains made on markets other than the stock exchanges can be 
included in surtax even if the transactions are not frequent; this is because it is 
clear that the speculation on such markets was not undertaken in anticipation 
of an income from the investment. Since this cannot be clear in the case of 
stock exchange transactions, these still cannot be included in surtax unless they 
reach a certain degree of frequency. A way round this would be to include in 
surtax such gains on stock exchange investments as were held only for a short 
period (which should be conceived in terms of years rather than months); 
several countries do this. Only in respect of over-retention of profits in the 
closely held company is the Inland Revenue in a worse position than it used to 
be; dividend limitation has made the criterion difficult to enforce. But in the 
longer run the position in this respect may be expected to improve. It is clear 
that the British tradition of including the most taxworthy gains has solid 
advantages which would have to be sacrificed if a separate tax were established. 
It is noteworthy that all European countries that tax capital gains do so by an 
extension of income tax rather than by a separate tax. 

The revenue from the American capital gains tax has never been high, 
certainly not high enough to justify a new tax of similar design. One important 
reason for this is that transfers at death have not been included. The Minority 
however recommend their inclusion in this country; this would make the new 
tax more “ worthwhile ’’, but would raise problems concerning death duties. If 
the two taxes operated alternatively the capital gains tax would merely be pre- 
empting revenue from death duties; if they operated additively some estates (as 
the Inland Revenue emphasizes) would have zero or negative post-tax value 
at the rates proposed for the capital gains tax (40-45 per cent.); this would 
hardly do. On the other hand, rates as low as the American 25 per cent. 
reduce, but by no means dispose of, the incentive to evade surtax by substituting 
capital items—and the present British weapons against this would no longer be 
available. 

Assuming however that rates of 40-45 per cent. are acceptable, and that the 
tax once established could be made to conform to British standards of operation 
(American methods of income tax are very different), we arrive at the problems 
of introducing the tax. These were never experienced in the United States, as 
capital gains have been included from the beginning of income tax in 1913, 
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when rates of tax were very low. The first problem would be to prevent 
Parliament from eroding the base; the Inland Revenue fears that there would 
be no agreement on the scope of the tax except that speculators should be taxed, 
and no one would regard himself as a speculator. If this hurdle were sur- 
mounted the next problem would be how to deal with assets already held when 
the tax starts. Gains on quoted securities could, to be sure, be measured from 
some fixed date, well before the start; but these are only a small part of the 
field. For unquoted securities, real estate and other possessions it would 
apparently be necessary to carry through a general valuation on death duty 
lines; the cost and time required for this need no emphasis. 

And at the end how much revenue would be forthcoming? We do not 
know how much would be sacrificed by cutting out of surtax gains now taxed 
under it, but we have two estimates of the probable yield of a separate tax at 
the proposed rates: one by the Minority, the other by the Board. The first 
puts the yield at {200-350 millions a year, the second arrives at a figure of 
{40-50 millions net, making less optimistic economic assumptions and with 
careful allowance for repercussions on the rest of the system. This great 
difference springs mainly from divergence as to the forecast of long-term trends 
in money incomes and productivity; it is also partly due to the assumptions 
made concerning dividend distribution, and the effect on other taxes. The 
Inland Revenue estimates that a large part of the gains would be swallowed 
up on stamp duty costs; there might also be a loss from a decline in the volume 
of transactions. Death duties would suffer even if transfers at death were not 
included in the tax, because of the taxation of accumulation as it occurred, and 
perhaps also by injuring the incentive to accumulate. 

If the Inland Revenue estimate is anywhere near the mark (since it was 
made in 1951 it would be reasonable to raise it somewhat by extrapolation) it 
is hard to see that a new capital gains tax would be worthwhile. There is 
another point of considerable importance. Ever since the early days of the 
war (when the number of income tax payers was suddenly raised from 3 millions 
to 18 millions) the Inland Revenue has been severely handicapped by shortage 
of staff. In the most recent period it has at last begun to get into its stride 
again, as witness the rising tide of uncoverings of “‘ under-declared profits ”’ 
(mainly expense accounts no doubt). It would be a serious matter to throw 
the standard back again, as would inevitably occur if a new tax were started. 

And, after all, how convincing is the evidence of the “ failure ”’ of surtax ? 
Surtax revenue between 1946 and 1954 grew considerably faster than consumer 
expenditure in general, and fully kept pace with the rise in the money national 
product, in spite of the annual loss through death of (on the average) 39 of the 
largest estates, and consequently the highest incomes. These high incomes, 
survivals of the prosperous years of the ’20s and even of the first war, cannot 
now be replaced, because of the rise in surtax rates. We know that since 1946 
opportunities for capital gains have been exceptionally good from time to time; 
these conditions may not so easily be repeated. Again, the sudden drastic rise 
in surtax rates in 1940 inevitably led to an immediate pressure of decumulation ; 
no other short period adjustment was possible. It is probable that the rate of 
this has now slowed down considerably. If the volume of spending out of 
capital gains which could not be taxed in surtax were to become intolerable a 
capital gains tax might have to be seriously considered. There is little 
evidence that this point has been reached. 
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Raising Wages without Inflation 


In an interesting contribution that we print below, Mr. C. Henntker- 
Heaton, Director of the Federation of Master Cotton Spinners Asso- 
ciations, joins issue with the article under the above title in our january 
jumber. Weaddarejoinder and arestatement of our economic argument. 


I— Dangers of Productivity Link 


N article in the January issue of THE BANKER suggested that inflation 

could best be countered by linking wage advances closely to increases in 

productivity and that this might be done by adjustments at the level of 
the individual firm. All must agree that it is desirable for some form of piece- 
work or merit rating to ensure that the competent and productive worker 
should earn more than the incompetent on the same job. It is also agreed 
that reorganization of a badly organized group of workers who have not been 
producing effectively should lead to increased productivity and higher earnings 
unless the wage rates are already inflated. Human nature being what it is, 
it would also be impracticable to suggest that no wage increase at all should 
be given if a new machine development leads to a greatly increased output 
per man, often accompanied by a higher machine allocation when multiple 
machines are tended. 

A close link between productivity and wages is, however, not desirable 
and cannot be definitely formulated. An attempt to do so is very likely to 
lead to anomalies and to increased inflationary pressure rather than to the 
checking of inflation. | 

It works in this way. The average piecework earnings are, for example, 
{15 per week at engineering firm A in a big Midland town where the labour 
market is overfull. The workers are doing a good, well-organized job of 
work. New machines, no more difficult to operate, are introduced, or a new 
method of working is developed; production of units per man-hour is increased 
and costs are slashed. If the principle of a close relation between productivity 
and wage increases at individual firm level is accepted, the workers concerned 
will ask for and obtain an appreciable boost in their earnings. This will not 
only create anomalies within Firm A (which may possibly be avoided by spread- 
ing the increase over all the workers in the firm), but it will also give another 
turn to the inflationary spiral in that town. The workers in the neigh- 
bouring Firm B, also well organized, but engaged on a process for which the 
new machines cannot be used, will put in a wage claim. And why not? 
Their work is no less difficult, no less strenuous, no less essential to exports 
than that of the workers in Firm A, who are now more highly paid. If the 
claim is not conceded the workers in Firm B will gravitate to Firm 4, which 
is advertising for men, and where the pay is now higher. The management 
of Firm B, who also have profitable orders on hand, will, of course, concede 
the claim and an increase in wages will have been achieved at Firm B with 
no increase in productivity. 

Let us take another example of the practical undesirability of establishing 
too close a connection between wage increases and increases in productivity. 
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A British Firm C, which is a big exporter, finds that it is losing ground to a 
foreign Firm D. Enquiries show that the foreign Firm D has cut labour 
costs by using a new type of Swiss machine. The British Firm C also tries 
to introduce the new machine which greatly increases productivity, but is 
faced with a demand for an appreciable wage increase which largely or alto- 
gether nullifies the advantage. The foreign worker is paid for the type of 
job he is doing; it is not usual for his earnings to increase appreciably merely 
because his productivity has increased owing to the introduction of new 
machinery or methods. 

On this point, the writer of the article in the January issue of THE BANKER 
seems to be misinformed as to the position in the United States. A produc- 
tivity team from the cotton industry, which visited northern and southern 
mills in 1949, established that increases in money wages were sometimes given 
if new machinery or methods increased productivity, but these increases were 
usually of a marginal character and more in the nature of a disturbance 
allowance. The premium was in no way related to the productivity achieved. 
Earnings in the more productive south, moreover, were slightly lower than in 
the north, the earnings level being dictated by factors quite other than pro- 
ductivity, viz. by cost of living, availability of labour, etc. While labour 
contracts for those firms which were unionized were largely made individually 
with the unions, a grapevine between employers had ensured that settlements 
were made at ‘remarkably similar levels. 

Nor is it correct, as is claimed by your contributor, that the United States 
has achieved the envied combination of full employment, price stability and 
strong and free trade unions. During 1956 there will be considerable patches 
of unemployment in the States, price inflation since 1947 has been rampant 
as will be attested by all who have visited America regularly as well as by 
the inhabitants, and there is an enormous sector of U.S. labour that is not 
unionized at all. 

Your contributor has still further confused the issue by mentioning produc- 
tivity and ability to pay in the same breath, as if a reduction in costs almost 
automatically resulted in greater ability to pay. These may or may not 
coincide and the danger of making productivity a recognized selective factor 
for wage adjustments can again be seen. A firm which can only just keep 
its head above water by introducing new equipment may find strong resistance 
to the acceptance of it, if wage increases have been granted under similar 
circumstances in the past and the same policy cannot be continued. The real 
value of increased productivity to the worker lies in the fact that it makes 
his wage packet and that of other workers worth more. 

The question of ability to pay is interesting. It is hard for operatives to 
see their firm making particularly good profits while they, who have co-operated 
loyally, are receiving no more than the average rates of pay for the industry. 
Some form of profit sharing would appear to be indicated, but the high mor- 
tality of such schemes at home and abroad leads one to the conclusion that 
these systems may have basic defects in principle, and can only be carried on 
successfully over the years if particular circumstances or outstanding per- 
sonalities favour their existence. 

Bonus payment schemes based on profits have also got a bad name, 
possibly because they have sometimes been used purely as a means of attracting 
workers in an overfull labour market. This, nevertheless, is a matter to 
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which employers would do well to pay attention, so long as central collective 
bargaining exists. It is true that there could be more fiexibility, as our 
system has become far too rigid; it does not make allowances for local 
differences and the varying economic situations of individual firms. If good 
profits are made after realistic depreciation and full payment of taxes, the 
operative cannot be expected to be content with no more than the average 
negotiated rate of earnings. The question posed is that of how to give the 
operative some special interest in the profitability of his concern without 
resorting to rewards which have immediate inflationary effects. 

Summing up, one must look elsewhere than to increases in productivity if 
one wishes to find a guide for adjustment of wages or earnings. Once 
a firm has been well organized, increases in productivity will come as a result 
of the introduction of new technical equipment or new methods; the benefits 
of these to the workers are often great, but they must be largely of an indirect 
nature and not always immediately apparent, viz. the wage packet will become 
worth more, physical effort will probably be less, security of employment will 
be greater, the national balance of payments will improve, and the unions 
will be in a stronger position when it comes to collective bargaining. Reliance 
on productivity as a major factor governing wage adjustments can only lead 
to new anomalies in wage structures and to strong inflationary pressure. 


C. HENNIKER-HEATON 


Ii— The Economic Argument Restated 


The difference between Mr. Henniker-Heaton’s thesis and our own is 
more apparent than real. Much of his interesting commentary assails argu- 
ments that we did not use; or, at least, it assails them without due regard 
for the stated assumptions on which they were based. He is concerned, 
quite naturally, with the facts and habits of wage determination as they now 
exist, whereas we were concerned to show that these habits are bound to 
have uneconomic results. To demonstrate this, we set out the basic principles 
of economic determination of wages in a free market—necessarily on the 
theoretical hypothesis that the habits might be changed (especially the habit 
of uniform industry-wide wage agreements). He assails the principles while 
assuming that the habits remain. This amounts to a misconception—for 
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which, perhaps, a lack of clarity on our part may be to blame—of our basic 
premises. 

In the context of Mr. Henniker-Heaton’s major points—we cannot here 
reply seriatim to his minor ones—these premises may be reduced to three. 
The first, which on reflection we admit was not put clearly enough, is that 
productivity is measured not in terms of physical production as such but in 
terms of its market value, i.e. the price at which the additional output can 
be sold so as to maximize profits in a competitive market. So conceived, 
productivity does govern ability to pay. But secondly, and this our article 
pointed out explicitly, only a part of the fruits of a rise in productivity can 
be available for increased wages: “in so far as a rise in productivity is the 
result of higher capital investment, as in practice it usually is, a continuance 
of the rise—or even its retention—cannot be ensured if the increment in 
resources is wholly absorbed by wage increases’”’. Finally, we made it clear 
that if the criterion of productivity for wage increases were invoked side by 
side with non-economic criteria for sympathetic general increases (as in fact 
is being done at present), the upshot was bound to be inflationary. Mr. 
Henniker-Heaton’s case of Firms A and B is, we think, simply a demonstration 
of this. 

The theme of our article was no more than that productivity, in its “ net ”’ 
and monetary sense, is the appropriate guide to wage policy in a free economy, 
because it would be the determinant of wages if they were settled in fully 
competitive conditions. ‘“‘ Selectivity is the acid test of what is likely to be 
economic ’’. We certainly did not intend to imply (and we take it that 
Mr. Henniker-Heaton does not assume that we did) that this dictated that 
the whole of the net increase in productivity per man was necessarily and 
properly available to increase wages, rather than to reduce prices. Indeed, 
in a completely free market, the distribution of the fruits of increased produc- 
tivity will be determined automatically. Productivity, related as it is to 
market value, is itself a function of price; the distribution of the rewards of 
higher productivity among the consumer and the wage earner will depend, in 
a free market, on the shape of the market demand and the response of the 
supply of labour to higher wages. If, in our correspondent’s case of Firms 
C and D, the market requires a reduction in price to the full extent of the 
increase in physical productivity, this will take place, without in any way 
violating the principle that marginal productivity (the net value of the addi- 
tional output) does not, after the proper deductions, exceed the wage cost of 
that output. If this principle is violated, in either direction, resources will be 
allocated in an uneconomic manner. 

It was never our suggestion, of course, that these abstract principles of 
theory are immediately applicable in existing conditions. Our argument was 
simply that if a rational solution to the chronic wages dilemma is to be found, 
“it must not do violence to economic precepts”. We held that a clear 
understanding of the principles of wage determination in the optimum con- 
ditions of a free market is an essential guide to the direction in which moves 
need to be made to escape from the present, and in the long run disastrous, 
conditions. It is a measure of how far the wages muddle has been accepted 
in British industry that the economic solution so often has to be regarded as 
unworkable, and that to both trade unions and employers the only appropriate 
course seems to be to stand still. 


















226 THE BANKER 


me eee ee ee ee eee ee 








America’s Gentle Squeeze 


HE first impression that emerges from a glance at the American banking 

scene in 1955 is the close correspondence of the major trends with those 

experienced in Britain. In the United States, as in Britain, the monetary 
authorities pursued a policy of credit restraint; this led to appreciable increases 
in money and interest rates, and to pressure on the banks’ deposits; and the 
banks financed an increase in their loans by sales of investments in a falling 
market. Closer study reveals, however, that the differences, both in official 
policy and in the reaction of the commercial banks to it, are as significant as 
the similarities. 

The Federal Reserve aimed merely to forestall over-expansion; it never 
carried its restrictive pressures far enough to create serious stringency, and at 
times during the year acted directly to prevent undue stringency, by entering 
the securities market as a buyer. Further, neither it nor the Administration 
had recourse to exhortation to the banks to pursue any particular line of 
action; and the policies of the banks were dictated exclusively by commercial 
considerations. In response to the strong increase in demand, loans rose 
steadily, and by a record total amount, through the year. In the first half 
of the year this lending was financed, as in Britain, by large sales of invest- 
ments; but in the second half the seasonal expansion in deposits made such 
sales unnecessary. 

The impact of these broad trends varied greatly from bank to bank. This 
is immediately apparent from the following tables, which detail the experience 
of each of the banks whose deposits exceed one billion dollars (their number 
was reduced to seventeen in 1955 by the merger of the Bank of Manhattan 
with the Chase National Bank). The marked divergences apparent among 
these giant banks are, however, much less than those to be found within the 
American banking system as a whole, since the greatest variations occur 
among the medium-sized and smaller banks. Notwithstanding the move- 
ment towards consolidation that has characterized the past three decades or 
so, there.remain in the United States some 13,750 commercial banks. 

The most important reason for this great multiformity is, of course, the 
limitation imposed by state regulations, which variously narrow the area of 
operation for any one bank to, at best, one state and at their most severe 
limit it to a single office. The banking structure produced by these and other 
forces is seen, on a broad view, to embrace three contrasting types of banks. 
There are first the great New York banks, which are confined in the area of 
their branches to the city itself, but which transact nationwide business 
through an intricate “‘ correspondent ’’ system. One New York bank alone, 
the Manufacturers Trust Company, serves more than 2,200 American banks 
in this way. In the second broad category are the large banks outside the 
financial capital, most, but not all, of which maintain branches outside city 
limits. At the apex of this category stands the Bank of America of San 
Francisco, which towers in size above the New York banks and indeed above 
any other bank in the world. California is one of the few states that permits 
state-wide branch banking; and the Bank of America, through its 574 branches, 
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accounting for about 45 per cent. of the state's total, has attracted 6 million 
accounts (or nearly one for every two of the state’s inhabitants) and transacts 
about 55 per cent. of the state’s commercial bank loan business. Finally, 
there are the thousands of localized unit banks, serving their own immediate 
areas but linked to the New York money market by the correspondent system 
—either directly, or by links with banks in other large financial centres. 

One consequence of this system of “‘ unit’ banking that is commonly 
overlooked is its effect upon the competitiveness of the banks concerned. In 
roughly three-quarters of all cities in the United States there is only one bank 
—and in only about 7 per cent. are there more than two. Unit banking 
therefore restricts the customer’s choice, while “ concentration ’’ into large 
banks with extensive branch systems, which by their nature are competing, 
widens it. This is well brought out in a new study of Monopoly and Com- 
petition in Banking, by Dr. D. A. Alhadeff,* which makes statistical analyses 
of the comparative costs, earnings and charges of the two types of banks, all 
pointing to the advantage of the branch banks. Dr. Alhadeft points out 
further, however, that at least for the larger funds and borrowers, effective 
competition is by no means ruled out by the existence of local monopolies. 
No bank is immune from the attraction of New York, and the New York 
banks have in fact established a “ price leadership ”’ in setting the pattern of 
lending rates—while they are themselves vulnerable to the competition from 
higher rates offered by the non-metropolitan banks on deposits. 

Dr. Alhadeff maintains, therefore, that concentration in American banking 
has actually had counter-monopoly effects on rigidity of charges, on price 
discrimination, and on availability of credit to small borrowers. This con- 
clusion is supported by a report by the New York State Banking Department 
in mid-1955 on recent bank mergers in New York City. This report asserts 
that the four major bank mergers arranged in late 1954 and early 1955—the 
Manhattan with the Chase Bank, the First National with the National City, 
the Chemical and Corn, and the Public National with the Bankers Trust— 
have not led to any substantial lessening of competition. The branches of the 
amalgamating banks were for the most part situated in different areas—this 
indeed had provided a major incentive to the amalgamations. It was found 
that the degree of choice open to customers was far greater in New York than 
elsewhere in the country; that the degree of competition from savings banks 
and other financial institutions had been greatly intensified in recent years; 
and that, as a result, the charges and services offered by the New York banks 
were the most favourable in the country. 

To all outward appearances, indeed, the strength of the competitive urge 
is a good deal stronger in the large United States banks, and not only those 
in New York, than in the commercial banks in Britain. That, at any rate, 
is the impression gained from the extent of the services offered by the billion 
dollar banks, though comparison with Britain is obscured by the lack of 
publicity given by English banks to the actual range of their activities. More- 
over, in the post-war years, and quite especially in recent months, those 
activities have been severely curtailed by the terms of official ‘“ requests ’’. 
In the United States, the banks are quite free to attract new custom by 
moulding facilities and practices to the demands of the day. And they take 





* Cambridge University Press (for University of California Press), 34s. 
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full advantage of that freedom. In 1955, for example, when the strong upsurge 
in the demand for loans as American business activity climbed to new peaks 
involved the sale of investments at a capital loss to finance it, the banks 
appear to have permitted themselves no relaxation in their attempts to increase 
their business with small customers. Despite the general monetary restraints 
and the specific official curbs imposed on mortgage business, the banks’ own 
mortgage business rose particularly rapidly during the year, by 13.2 per cent., 
against 10.2 per cent. in 1954. The bulk of such business is usually in mortgages 
guaranteed by the Administration, and taken by the banks on a “‘ warehouse ” 
basis, to be passed on to a life insurance company or other institutional investor 
after a specified short period. 
























TABLE I 
GROWTH OF BILLION DOLLAR BANKS* 
Gross DEPOSITS ToraL CAPITAL FUNDS 
Dec. 31, Change December 31, 
1955 on Year 1954 1955 
$ mn. A $ mn. $ mn. 

Bank of America, San Fvaincisco wa 8,803 + 6.4 401 480 
Chase Manhattan .. + és - 6,789 — 2.0T 4957 5206 
First National City} ‘ i ia 6,469 + 2.7T 585i 592 
Manufacturers Trust na > - 2,950 2% 189 198 
Chemical Corn Exchange - es 2,896 |+-I0.3 189 197 
First National, Chicago .. és os 2,718 +- I.1 207 218 
Guaranty [rust .. ‘4 i in 2,714 4.2 401 4o0 
Bankers Trust + - os Ke 2,494 1.68 2328 237 
Continental Illinois, Chicago - we 2,474 —- O.1 217 220 
Security First National, Los Angeles... 1,970 ee 133 142 
National Bank of Detroit.. - ‘s 1,880 t- §.2|' 104 115 
Hanover .. sa és i a 1,754 10.3 151 154 
Mellon National, Pittsburgh i “a 1,074 29 230 244 
First National, Boston] .. si "a 1,613 + 2.7 143 153 
Irving Trust ' ea ¥ 1,559. 710.8 124 120 
American Trust, San I*vancisco .. te 1,410 | 5.4 77 100 
Cleveland Trust, Cleveland - - 1,353 + 4.7 So 85 






All Commercial Banks .. .. 188,310 + 4.9 14,576 15,360 
* Seventeen banks with deposits over $1,000 millions. Italics indicate banks with head ‘ 
offices outside New York City. 
T Based on end-1954 figures for Chase Manhattan and Bronx County Trust together. 
{t Figures include City Farmers Trust Company. Change in deposits calculated on basis of 
1954 deposits of National City and First National; 1954 capital relates to National City 
only, already increased in preparation for merger. 
§ Based on end-1954 figures of Bankers Trust and Public National, amalgamated during 1955. 
|| Net of increase due to acquisition of three small banks. 
§| Figures include Old Colony Trust Company. 


















The mortgages granted by the American commercial banks accounted on § 
average in October last for just over one-quarter of their total loan business; 
other personal and instalment loans to individuals accounted for a further 
22 per cent. Such loans are granted for an impressively wide range of pur- 
poses, with little discrimination according to the occupation of the borrower. 
The Manufacturers Trust Company has this year given a detailed breakdown 
of these loans—a valuable addition to the wealth of operating information 
that is traditionally provided by the American banks in their attractively- 
produced balance sheets. Of this particular bank’s personal loans in 1955, 
nearly one-quarter went to finance purchases of automobiles; one-fifth was 
granted for “ consolidation of debt ’’, a further fifth for “‘ personal needs ”’, 
and the remainder for purposes ranging from medical and dental expenses to 
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payment of taxes. Perhaps even more striking is the revelation that 16 per 
cent. of the loans was granted to skilled labourers, 13 per cent. to office workers, 
and in all 50 per cent. to employees below executive level. One important 
attraction of personal loans to the banks is that they normally provide for 
regular repayment. The Bank of America reports that in 1955 it made fully 
2i million instalment loans, totalling over $2,600 millions—and that $2,400 
millions was collected from repayments. 

More than half the expansion in loan business in 1955, however, was 
attributable to business loans, which reversed the decline of the two previous 
years and rose by $6.2 billions, or 23 per cent. (compared with an increase 
in industrial production of I1 per cent.). In total, bank loans in 1955 rose 





TABLE II 
MOVEMENTS IN RISK ASSETS 
Loans, DISCOUNTS 


AND MORTGAGES* TOTAL SECURITIES 
Dec. 31, Change Dec. 31, Change 
1955 on Year 1955 on Year 
$ mn. % $ mn. % 
Bank of America, San Fvancisco .. i 4,728 +16.9 2,985 - 8.8 
Chase Manhattan .. - pi + 3,728 +27.27T 1,717 — 32.6T 
First National Cityf 2% ia ‘ 3,218 +25.4% 2,199 —26.6f 
Manufacturers Trust 4 - bs 1,154 +24.0 937 —-17.8 
Chemical Corn Exchange .. - a 1,307 + 33.9 816 — 31.6 
First National, Chicago .. “4 a 1,330 + 3.7 955 —- 5.4 
Guaranty Trust 7 - ov - 1,516 +10.6 963 —I13.4 
Bankers Trust oa aca ‘<a 1,403 + 5.3§ 518 — 28.28 
Continental Illinois, C hicago ; <s 1,01! + 46.9 1,059 —24.4 
Security First National, Los Angeles ia 632 +24.6 1,066 —I0.1 
National Bank of Detroit .. “< ii 620 +27.3 871 — 5.6 
Hanover ‘ “a i 833 + 29.0 505 — 23.7 
Mellon National, Pittsburgh i - 758 + 32.7 742 —-I8.0 
First National, BostonY .. es + 868 +17.1 473 —I5.2 
Irving Trust a es — 746 +15.8 432 —I5.3 
American Trust, San Francisco .. ee 757 +18.9 505 - 7.1 
Cleveland Trust, Cleveland ‘x oa 636 +21.7 505 - 7.8 
All Commercial Banks .. .. 82,760 +17.2 78,320 —- 8.2 


* Loans shown net of provisions for bad debts, except in case of Chase Manhattan bank. 

+ Based on 1954 totals of Chase Manhattan and Bronx County Trust together. 

+ Figures include City Farmers Trust Company. Changes on year based on 1954 figures of 
National City and First National. 

§ Based on end-1954 figures of Bankers Trust and Public National, amalgamated during 1955. 

|| Net of increase due to acquisition of three small banks. 

{| Including Old Colony Trust Company. 


by $11.6 billions, an increase of over 17 per cent. Most of the billion dollar 
banks recorded a substantially larger proportionate increase, and in a few 
this raised the loan portfolio to over 50 per cent. of deposits. 

Despite the record expansion in bank loans, American bank deposits in 
1955 rose by considerably less than in past years—by just under 2 per cent., 
compared with increases of 34 per cent. in 1954 and 2} per cent. in 1953. The 
check to the expansion in the credit base last year in the face of the increasing 
finance granted for business expansion was achieved by a switch in Federal 
Reserve policy from ease to restraint. The “‘Fed’’ made its attack on three 
fronts. In the first place, re-discount rates at the Reserve Banks were raised 
four times between April and November, carrying the rates from 14 to 2} per 
cent. Secondly, the margin requirements for carrying securities were raised 
FI 
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in January from 50 to 60 per cent., and again in April to 70 per cent. Thirdly, 
in the late autumn of 1954 the System reversed its policy in the open market, 
becoming a net seller rather than a net buyer of securities. Although, as has 
been intimated above, this policy has not been pursued aggressively or even 
consistently, it has succeeded in inducing a sharp rise in short money rates— 
fully in line with the increases in the official re-discount rates—and in sub- 
jecting the banks’ reserves to considerable pressure. In the last four months 
of 1955, the “ excess ’’ reserves of all member banks—the margin of reserves 
over legal requirements—fell short of borrowings from the Reserve System by 
an average of $346 millions; whereas in the last three months of “ active 
ease’, from September through November of 1954, free reserves were positive 
to the extent of $665 millions. 

The transformation in the reserve position of the commercial banks forced 
them to finance the bulk—on average, three-fifths—of the increase in their 
loans by liquidations of investments. The aggregate decline in security port- 
folios for all commercial banks was $7.1 billions, or 8.2 per cent. This con- 
stituted the steepest fall since 1946. Moreover, it 1s notable that all but five 
of the seventeen billion dollar banks, and every one of the New York giants, 
experienced a steeper fall still. The New York central reserve city banks as 
a whole reduced their portfolios by nearly 30 per cent. This was in part 
attributable to the greater expansion in loans that obtained in the large banks, 
but in many of them the amount of the liquidations was larger than the 
increase in loans. This may be attributed in part to the squeeze on deposits 
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reported by many of the metropolitan banks from their correspondent banks, 
to finance their own loan expansions. 

The sales of investments in the falling market—prices of long-term Govern- 
ment bonds fell by 43-5 per cent. during the year and the shorter stocks by 
appreciably more—naturally led in general to considerable capital losses, 
though one or two of the big banks do report the remarkable achievement of 
further net profits on security transactions in 1955. For the most part, 
however, the banks took losses on their shorter stocks. The effect was to 
increase the average life of the portfolios, to around five years (continuing the 
trend of the preceding two years). Combined with the increase in yields on 
new issues, this enabled most banks to maintain, or even increase, their total 
earnings on the depleted portfolios. The average rate earned by the banks 
on securities appears to have increased by around } per cent. (which corre- 
sponds roughly with the average increase in market yields on long-term stocks 
during the year). The increase in loan rates was considerably larger, the 
prime loan rate being raised from 3 to 3} per cent. in August and October, 
other rates rising in sympathy; but since a larger proportion of the banks’ 
loans went to the business borrowers enjoying the minimum rate, the average 
vield on the banks’ loans rose only from 3.6 to 3.7 per cent. (merely reversing 
the previous year’s decline from the 1953 peak). On the greatly expanded 
loan volume, however, this yielded a very substantial increase in earnings. 

The upshot was that the increase in the banks’ total earnings was large 
enough to offset the increase in operating expenses (attributable*mainly to an 
increase in salaries) and to leave a more than adequate margin to cover both 
realized losses on security sales and writing down (the American banks adhere 
to the practice of valuing their securities at or under market price). All the 
big banks were accordingly able to make some increase both in their dividends 
and in capital funds (designated as capital, surplus and undivided profits) 
though in some cases this increase was offset in part by drawings on con- 
tingency reserves. Most of the banks took advantage of the more liberal 
formula regulating tax relief on allocations to bad debt reserves, making sub- 
stantial increases in these reserves at little or no net cost. In contrast with 
1954, when the National City bank made an issue of $131 millions, the largest 
single offering of bank shares on record, there was little inflow of new capital 
into the banks. The most important offering was that of $19} millions made 
by the American Trust Company. Last month, however, the Bank of America 
made a rights issue of $55 millions, raising total capital funds to $541 millions. 

lo the foreign observer, an especially encouraging aspect of the expansion 
of American banking in recent years has been its spread to. international 
activities. Those activities, of course, are still on a far smaller scale than they 
were in the ebullient mood of the ’twenties; and to-day the main flow of 
lending is channelled through official bodies, in particular the World Bank 
and the Export-Import Bank. In 1955 the Bank of America alone partici- 
pated with the World Bank in loans to nine foreign countries, though it also 
made direct loans to a further eight countries. Two important new develop- 
ments in the international field last year were the opening of operations by 
the American Overseas Finance Corporation, established by five of the big 
banks to provide medium-term finance for American exports, and the re- 
introduction by some banks of the use of American depositary receipts, issued 
to American investors in shares of leading foreign companies. 
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How Vulnerable is Welsh Industry ? 
By FE. Victor Morgan 





and inflation. Unemployment fell in June, 1955, to the lowest level 

ever recorded in peacetime (14,942), and the subsequent rise to 16,600 
in December was less than normal at this season. Recently, however, the 
rise has been more marked; by mid-February it had reached 2,450, markedly 
more than in the first two months of 1955. Nevertheless, Welsh industry 
appears in better shape to withstand the present disinflationary freeze than 
industry in Britain as a whole. 

The unemployment percentage is still rather higher than that of England, 
but the gap has narrowed considerably. There are small local pockets of 
unemployment in rural North Wales, and in the South there are still a number 
of older and partially disabled men who have been out of work for a long 
time. For the most part, however, there has been an acute shortage of all 
grades of male labour during the whole of the past year. In spite of the post- 
war influx of light industry, there are still fewer jobs for women than in most 
parts of Britain. Women form about 28 per cent. of the total Welsh labour 
force, compared with a national average of about one-third. The tradition of 
married women staying at home is deeply rooted in Welsh society, and this 
tends to reduce the numbers registering at employment exchanges; even so, 
however, unemployment among women is rather higher than among men. 

The further fall in unemployment in Wales has been largely due to the 
continued growth of manufacturing industry, especially in the metal and 
electrical trades. During the year to June, 1955, sixty-six new factories were 
completed, with a combined area of 1,400,000 square feet. But the number 
of new projects approved, though high, did not show as marked an increase 
as that for the whole of Britain. 

The continued industrial expansion in Wales is in line with the trend of 
the post-war period. This is reflected in the accompanying table, which 
compares the pattern of employment in mid-1948 with that in mid-1954— 
the latest date for which detailed figures are available, owing to a most 
regrettable time lag. The shift towards miscellaneous manufacturing industries 
is marked, continuing the trend away from the pattern of the inter-war 
period, with its domination by the coal and steel industries and its heavy 
unemployment. 

The most spectacular new investment projects have been in the iron and 
steel industry. The Steel Company of Wales is nearing the end of the second 
stage of its development programme, involving an expenditure of about £54 
millions—on top of the £73 millions that was spent between 1947 and 1952 on 
the first stage. The second stage provides for a new blast furnace (the largest 
in Europe), four new steel furnaces, and a battery of ninety coke ovens and 
ancillary equipment at Margam; and also includes a new cold reduction plant 
with two electrolytic tinning lines at Velindre, near Swansea. The blast furnace 
and steel furnaces have just been completed and, when fully in operation, should 


Dhara ina the past twelve months Wales has had its full share of boom 
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raise the ingot capacity of the company to no less than 2,400,000 tons a year. 
The Velindre plant should come into production within the next few months. 

Other companies have been scarcely less active. Richard Thomas and 
Baldwins have installed additional coke ovens and a new tinplate mill at 
Ebbw Vale, and extensions to the Cardiff works of the Guest Keen Iron and 
Steel Company are due for completion early this year. In North Wales, 
John Summers have brought a big new blast furnace and additional coke 
ovens into operation. Further steel-making capacity and new rolling equip- 
ment will be finished during the summer, and will raise the firm’s steel ingot 
capacity to 1,250,000 tons a year and its sheet capacity to 850,000 tons. Last 
month, a new project of huge proportions was proposed by Richard Thomas: 
the construction, at a cost of £160 millions, of a new integrated steelworks 
with a capacity of one million tons. 

When compared with this dynamic progress, the coal industry presents a 
sorry picture. There has been a slight decline in the labour force, and little 
change in average productivity. Output per man-shift varies widely from 
area to area and from pit to pit, and the published information is too meagre 
to permit any systematic analysis. In some mines in which new equipment has 
been installed there has been a marked rise in productivity, but this seems 


CHANGING PATTERN OF WELSH EMPLOYMENT, 1948-54 


Industrial Group Mid-1948 Mid-1954 
*000 ~ "000 % 
Agriculture, forestry and fishing... bia 38 4.1 31 pe 
Mining and quarrying ein os - 146 37.3 136 14.7 
Metal manufacture .. ei - - SI 8.8 SI 8.8 
Other manufacturing industry ‘ “3 176 18.4 219 23.7 
Building and contracting... e - 66 7.2 56 6.4 
Transport and utilities - ‘a ‘a 105 11.4 104 11.2 
Distribution .. ee ea - - 83 9.0 88 9.5 
Administration and services . . as or 221 24.0 207 22.4 








916 100.0 925 100.0 


_ -—-—— 





Source: ‘‘ Digest of Welsh Statistics ’’. 


to have been offset by increased difficulties in working some of the older 
mines. As a result, there has been a slight decline in the output of deep- 
mined coal, though open-cast production has risen. 

The basic problem of the industry is, of course, that of competing for 
labour in conditions of full employment. Earnings are high, but they have to 
compensate for many discomforts and dangers. South Wales has the special 
problem of the dust diseases. The risk to new entrants has been greatly reduced 
by modern methods, but there are still many men in the valleys who contracted 
the diseases in the past and now live as semi-invalids, all too often unemployed. 
The sight of these men naturally exerts a powerful influence in keeping others 
above ground, in spite of assurances about the effectiveness of the new anti- 
dust techniques. The Coal Board is making strenuous efforts to speed up 
recruiting, but the limited success that it has achieved has been more than 
offset by increased wastage. The effects of the labour shortage are made worse 
by indifferent industrial relations, and by a high degree of resistance to the 
redeployment of labour towards the more productive pits. 

lor the future, the prospect may be eased by the considerable amount of 
investment that has not yet reached fruition, including two new anthracite 
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pits at Abernant and Cynheidre, and more than a dozen major reorganization 
projects. Total expenditure on schemes already approved in principle will 
be over {£55 millions. Some of these projects, including those at Mardy, 
Nantgarw and Llanharan, are complete or nearly so, but most of them have 
still a long way to go. As they come into production there should be a 
marked improvement in productivity, and better working conditions should 
aid recruitment. 

Elsewhere in industry the year has generally been one of steady rather 
than spectacular progress. The troubles that beset the aluminium industry 
in 1953-54 have passed away, and the industry has enjoyed prosperity in 
common with the other non-ferrous metals and engineering industries. Both 
Swansea and Port Talbot have continued to enjoy a good volume of trade; 
but little progress has been made in mitigating the plight of the former coal- 
exporting ports to the east. Following a report by the Industrial Panel of 
the Council for Wales and Monmouthshire, a technical committee representing 
industry and the Transport Commission is reviewing the vexed question of 
rail and port charges. The ship-repairing industry has had a better year, and 
a small shipbuilding firm is operating at Newport. 

A welcome improvement in inland communications has been made with 
the long-delayed opening of the River Neath bridge, and a number of minor 
road improvements have been completed. Inland communications still, how- 
ever, fall far short of the needs of the country. Local authorities on both 
sides of the Bristol Channel have held a conference about the Severn Bridge 
and have agreed in principle to a proposal to finance it by means of a toll. 
The Government has promised sympathetic consideration, but presumably 
there can be no question of starting this and other major works at present. 

During the summer and autumn, the credit squeeze appears to have had 
no more effect in Wales than elsewhere. The volume of housebuilding was 
less than in the previous year, but this was due to a reduction in building by 
local authorities and not to the pressure of dear money on private building. 
The property market was slightly easier, and there was the familiar con- 
traction in waiting lists for cars, but there was no check to industrial production 
and no abatement of the labour shortage. The October increases 1n purchase 
tax and the hire purchase restrictions imposed in February have had a more 
marked effect. During the past few weeks there have been cuts in production 
in the furniture, radio, electrical and motor components industries, and a 
number of workers in Merthyr, Aberdare, Hirwaun and Llanelly have been 
either dismissed or put on short time. So far, the numbers affected have been 
small, and in most places and most industries the demand for labour still 
exceeds the supply. Already, however, people are beginning to ask whether 
there may not be worse to follow, and whether the new industrial structure 
is strong enough to withstand the impact of deflation. Many of the new 
factories are branches of large organizations with their headquarters in 
England, and there is a fear that a contraction in demand might be met first 
by closing the branch factory. Of the new indigenous firms many are small 
and do not have big reserves, so that they, too, might be particularly vul- 
nerable to credit restriction. These fears found expression in the recent 
Commons debate on Welsh affairs. A closer examination suggests, however, 
that the economy is much stronger than the popular fears seem to imply. 
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In the first place, the industries directly affected by the increase in 
purchase tax and the hire-purchase restrictions employ only a small number 
of people in Wales. In June, 1954, employment in production of radios, 
gramophones, valves and electric lamps reached only 3,100; in other electrical 
goods 5,500; in motors and cycles (including components) 10,100; and in 
furniture 3,100. All told, employment in these “ hire-purchase trades ”’ reached 
21,800, a mere 23 per cent. of the total Welsh labour force. And the increase 
since mid-1954 has certainly not been large. 

Wales may now indeed benefit from the pattern of its industry. It is very 
hard to imagine the coal industry suffering from a failure of demand—unless 
the whole British econcmy were to fall into a major depression. Short of such 
a catastrophe, the industry would stand to gain rather than to lose by some 
easing of the pressure on the labour market. 

In the steel industry, the tinplate and sheet sections are subject to separate 
influences. The demand for tinplate is still very strong. Home consumption 
rose by a third in 1955 and substantial imports were necessary. Output is 
limited not by demand but by the capacity of the new plant and by shortage 
of labour for the old hand mills, in spite of the recruitment of 750 Italians. 
It was once thought that the hand mills would close down when the Velindre 
plant began operations, but it is now expected that they will continue to 
produce on at least their present scale until 1958, and that even then their 
elimination ‘will be only gradual. Meanwhile it is expected that further 
imports will be necessary this year. Demand for tinplate, which is used 
mainly, but by no means exclusively, for containers for food products, is not 
likely to be very sensitive to the sort of deflationary influences that can now 
be foreseen, though the experience of 1953 is a warning that a sudden con- 
traction is always possible. 

The largest single user of steel sheet is the motor industry, and household 
durable goods industries also take a substantial amount. There are, however, 
many other uses, both for domestic and industrial products, which are less 
vulnerable to the present restrictions. For sheets as for tinplates, demand 
has been considerably in excess of supply, and the first effect of a contraction 
would be on the balance between imports and exports. Sheet and tinplate 
together form over 60 per cent. of Welsh output of finished steel. Most of 
the remainder consists of plates and light rolled products, which are used in 
shipbuilding and for a great variety of engineering and constructional purposes. 
This section of the industry is not heavily dependent on any one consumer, 
but it would of course be affected adversely by a general decline in investment. 

The demands for oil, nickel and aluminium, all of which are important 
items in Welsh manufacture, are equally likely to remain strong unless there 
is a major recession. Among the lighter industries there is a great variety of 
products, mostly consumer goods, and their experience is not likely to be very 
different from that of the British economy as a whole. The presence of a 
large number of branch factories is not likely to have the sinister influence 
sometimes attributed to it. There is no reason to suppose that firms would 
necessarily cut down the activities of the branch rather than those of the 
main factory; many of the branches are doing work different from or even 
complementary with that of the parent factory. The direct impact of a 
moderate deflation thus seems likely to be smaller in Wales than in many 
other parts of Britain. 
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evidence that the pace of industrial activity has been falling very slightly 

from the peak levels established at the close of 1955. The index of indus- 
trial production in January, given earlier at 144 on a seasonally adjusted basis 
(1947-49=100), has now been revised to 143, one point below the December 
figure, a fall that is estimated to have been carried through into February. At 
the same time, there has been a retreat from the rather defensive tone of comments 
on the business prospect, noted last month, and an upsurge of confidence has 
found its reflection in new peaks in Wall Street. The Dow Jones average of 
industrial stocks, after prolonged fluctuations, has finally broken through to new 
all-time peaks, rising to well above the 500 mark. At these levels, it is fully 
thirty per cent. above the low points of the past fifteen months. 

The primary reason for this change of mood is President Eisenhower’s decision 
that his health will enable him to stand for re-election for another term of office. 
It is a decision that the Republican Party has taken to mean his automatic 
re-election, more particularly as it seems that the Democrats will have some 
trouble in finding campaign issues in the present phase of prosperity, and that 
they are considerably divided among themselves. 

An immediate reaction has been to give a new impetus to industrial programmes 
of expenditure on new plant and equipment. In 1955 as a whole these increased 
from a 1954 total of $26,800 millions to about $28,300 millions. The annual rate 
in the fourth quarter, moreover, was very nearly $31,000 millions and a further 
gain is expected in the first quarter of this year. The Department of Commerce, 
indeed, has recently suggested that the annual rate for the current year will be as 
high as $35,000 millions. 

The very slight setback in industrial production has followed from the lower 
pace of sales of consumer durable goods, especially of motor cars. It seems 
probable that motor-car production was reduced in February by about one-fifth 
from the comparable 1955 levels. On the other hand, retail sales were probably 
down by not much more than one-tenth, so that there seems to have been some 
alleviation of accumulated stocks. But dealers’ stocks are still heavy. 

Steel output dipped for a while in February and there were many reports from 
producing centres that demands were falling off and that the motor makers, 
particularly, were trimming orders for sheet. In mid-March, however, it was 
apparent that such slack was more than taken up by increased orders from other 
industries. The /ron Age has described the supply position over the next three 
months as “ critical ’’ and states that the steel plants have full order books for the 
rest of the year. 

Nor have there been any marked signs of decline in other sectors. Residential 
construction seems still to be relatively light, but while evidence is only partial, 
it seems as though the end-1955 rates have been held; the modest steps so far 
taken by Federal agencies to assist the mortgage market appear to have con- 
tributed to an easing in the supply of funds. The volume of non-residential 
construction is still very high, and February’s rate for all constructional activity 
was $41,500 millions, the first increase to be recorded for six months. 

The general level of business activity has also been reinforced by the continued 
build-up of industrial stocks. This re-stocking process made an appreciable con- 
tribution to the expansion of 1955; in the fourth quarter, the annual rate of 
accumulation was as high as $5,000 millions. So far, the pace of accumulation 
does not appear to have changed greatly in the January-March quarter. This has 
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itself been a cause of some uneasiness. In January, manufacturers’ sales declined 
slightly, to $27,100 millions, after seasonal correction, while stocks, assessed 
on a similar basis, were up from $45,900 millions to $46,200 millions. This is 
almost the highest level for nearly three years, and some commentators have 
recalled that it was then that industry began to trim its shelves. However, the 
value of sales in recent months has been fully eight per cent. above comparable 
1953 levels, and it is worth noting that new orders are still well in excess of 
deliveries. Undoubtedly, the orders have been spurred on by the fear of some inter- 
ruption in supplies, especially of steel, on account of possible labour troubles. This 
is one reason for the belief, expressed here and there, that while doubts have been 
resolved for the time being, they have been pushed back only until the autumn. 

A major question underlying these considerations is how far the Adminis- 
tration and the monetary authorities will put a new prop under the weight of 
consumer buying, which has so far roughly maintained the peak levels of 1955. 
There are still some underlying inflationary forces, including expected wage 
concessions that are not likely to be met without some increase in prices. Steel 
is one obvious example. For that reason, and because of the recent revival of 
business confidence, the Federal Reserve Board 1s still reluctant to countenance 
any relaxation of monetary restraint. 


American Economic Indicators 
1955 


Dec. 








1953 1954 1955 


Nov. 


Production and Business: 
Industrial production (1947-49=100) 134 125 139 143 144 143 143 








Gross private investment (billion $).. 51.4 47.2 59.3 63.2 —- — 
New plant and equipment (billion $).. 28.4 26.8 28.7 31.5 -— — 33.2 
Construction (billion $) oe oo 98.3 97.6 2.2 42.2 41.9 41.5 41.5 
Business sales (billion $) e- oe 48.4 46.7 51.7 53-2 53-2 53.0 — 
Business stocks (billion $) .. e% 80.3 76.9 82.1 81.4 82.1 82.7 -— 
Merchandise exports (million $) .. 1,314 1,259 1,293 1,302 1,398 1,278 — 
Merchandise imports (million $) ‘i 906 851 948 1,053 1,000 1,045 ~- 
Employment and Wages: 
Non-farm employment (million) 55-6* 54.7 56.5 57-9 58.3 57-3 57-1 
Unemployment (’oo0s).. - -. 1,602* 3,230 2,654 2,398 2,427 2,885 2,914 
Unemployment as % labour force .. 2.5* 5.0 4.0 3.6 3.6 4.4 4.4 
Hourly earnings (mfg.) ($) .. e ee, 1.88 1.93 1.93 1.93 1.93 
Weekly earnings (mfg.) ($) .. -. 71.69 71.86 76.52 79.5 79.9 78.36 78.36 
Prices: 
Moody commodity (1931 = 100) pm = ae oa 403 407 412 405 
farm products (1947-49 = 100) -» 97.0 95.6 89.6 84.1 82.9 84.1 86.0 
Industrial (1947-49 = 100) - ». 14.0 114.5 117.0 119.3 119.7 120.4 120.5 
Consumers’ index (1947-49=100) .. 114.4 114.8 114.5 115.0 114.7 114.6 ~- 
Credit and Finance : 
Bank loans (billion $) .. - oa 67.6 70.6 82.8 81.4 82.8 #82.0 —- 
Bank investments (billion $) .. aa 78.1 85.3 78.3 78.0 78.3 77.4 — 
Bank loans (weekly) (billion §) re 23.4 22.5 26.7 26.0 26.7 26.2 26.3 
Consumer credit (billion $)  .. sa 29.5 30.1 30.2 35.1 36.2 35.6 — 
Treasury bill rate (%) 1.93 0.95 Py i. 2.23 2.56 2.46 2.37 
U.S. Govt. Bonds rate (°,) 3.16 2.70 2.94 2.96 2.97 2.94 2.93 
Money supply (billion $) - -. 200.9 209.7 215.7 212.2 215.7 214.3 — 
Federal cash budget (+ or —) (mill. $) -6,153 1,082 -740 —3,770 —— — -- 


Notes.—Latest figures are preliminary or estimated. 


investment and equipment for 1953-55 and then quarterly figures at annual rates. 
Business sales and stocks, money supply, bank 
Moody’s com- 


tion figures show monthly averages 1953-55. 


Yearly figures are given for private 


loans and consumer credit show amounts outstanding at the end of the period. 


modity index shows high and low 1953-55, and end-month levels. 


Construc- 


Weekly bank loans are 


derived from partial returns only. Budget figures are cash totals 1953-55 and then quarterly. 


* Old basis. 
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International Banking Review* 


Argentina 


‘ ,3 


HE Government has decreed a general “emergency ’’ wage increase of 

10 per cent. and introduced a minimum wage of 1,120 pesos per month for 

all workers over 22 years of age. The Government has recognized that 
the increase in the prices of raw materials, fuel, and other basic items stemming 
from the devaluation of the peso must result in some general increase in prices. 
But it has stipulated that the incidence of wage adjustments must be borne out 
of profits or covered by increased productivity. 

Announcing the results of a survey of petroleum resources carried out by a 
United Nations expert, the Minister for Industry has stated that the Government 
is now confident that it will be possible to raise petroleum output from its present 
level of 44 million tons a year to 10 million tons within five years. This would 
render Argentina self-supporting in oil, and save imports outlays of U.S. $175 
millions annually. The Minister declared that it was still the Government’s 
intention to promote the development of the oil industry through the medium of 
the State Oilfields Department, but indicated that if the participation of foreign 
interests were sought it would be by international tender. 

It has been reported that arrangements for Argentine participation in the 
International Monetary Fund and the World Bank are near completion. 


Brazil 


There has been renewed political unrest in the country, including an outright 
rebellion against the new Kubitschek Government by some officers in a remote 
area. This rising was easily suppressed. 


Canada 


Exports in 1955 rose by 10 per cent. to $4,351 millions; but imports rose by 
I5 per cent., to $4,712 millions, so that the adverse trade deficit was the largest 
since Ig95I. 


Central African Federation 


The Commission of Inquiry into income tax has recommended a maximum 
tax rate of 10s. in the pound. The Federal Treasury has promised a review of 
the fiscal arrangements between the central and State Governments later this year. 

The Deputy Prime Minister of the Federation, Sir Roy Welensky, has com- 
plained about the retarding effect of the United Kingdom's tight money policy 
on the flow of development finance into Rhodesia. He asserted that it would 
be in Britain’s long-term interest to make interest-free loans available to the 
Federation. Following the February increase in Bank rate in Britain, the banks 
in the Federation have raised overdraft charges for many tvpes of loan and have 
also increased deposit rates. 

The Bank of Rhodesia and Nyasaland Bill, which has been submitted to the 
Federal Parliament, proposes the establishment of a central bank for the Federa- 
tion with a head office in Salisbury. Its capital would be 41 million, all held by 
the Federal Government. 





* News of United States banking appears in “ American Review” (page 236). Brief 
editorial discussion of particular items of international banking news appears in ‘‘ A Banker's 
Diary ”’ (pages 177-182 in this issue). 
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The Bill also lays down minimum and maximum reserve balances that the 
commercial banks would have to maintain with the new central bank. In relation to 
current accounts, the limits are 6 and 25 per cent. and to deposit accounts 3 and 
Io per cent. 

The Rhodesian Selection Trust Group and the Anglo-American Group have 
announced that they are lending {20 millions to the Federal Government to 
finance development; and that they will accept a surcharge of £10 millions on 
power from the new Kariba scheme consumed by them over the period 1961-67. 


Ceylon 

The United States Government is sending a mission to Ceylon to discuss a 
possible resumption of American technical and economic assistance. For several 
years, Ceylon has been disqualified from receiving American aid by its rubber-for- 
rice pact with Communist China. ~It is now reported that because of Sir John 
Kotelawala’s denunciation of Soviet colonialism, President Eisenhower is prepared, 
in the case of Ceylon, to use his power to make exceptions to the provisions of 
the disqualifying legislation (the Battle Act). It has been indicated in Wash- 
ington that if aid to Ceylon is resumed, a sum of $5 millions will be made available 
in the first year. 

Ceylon achieved a favourable trade balance of Rs. 479 millions in 1955, an 
increase of Rs. 67 millions on the 1954 surplus. 


, Chile 

The Government's request for a loan of $100 millions from the International 
Monetary Fund to form a currency stabilization fund has been scaled down by 
the Fund to $35 millions. It has been reported that an attempt may be made to 
obtain additional funds from United States sources, including U.S. copper com- 
panies operating in Chile. 

The Finance Minister has stated that the Government intends to use the new 
fund primarily to prevent excessive fluctuations in the value of the peso on the 
free market and that it favours the maintenance of the existing rates structure. 


Denmark 


As a result of the negotiations with Britain on the conditions that should 
govern the movement of Danish bacon to the United Kingdom after the expiry 
of the long-term purchase agreement at the end of September, an ad valorem tariff 
of 10 per cent. is to be imposed on Danish bacon imported into Britain in the 
four years from October 1. Consultations are to take place between the two 
countries at any time that events in the U.K. market cause “ substantial injury ” 
to Danish producers. Trading in Danish bacon in Britain will be entirely restored 
to private hands when the new arrangements take effect. 


Egypt 

There was a trade deficit in 1955 of {E.43.9 millions, more than twice that of 
{E.21.5 millions in 1954. The deterioration was due almost entirely to a jump 
of {E.22.5 millions in import outlays, to {E.182.3 millions; total exports, at £E.137 
millions, showed little change. There was a big jump in sales to Communist 
countries in 1955. Sales to the United Kingdom fell sharply. 

The National Production Minister, Hassan Ibrahim, has announced that the 
agreement between Egypt and the World Bank on the financing of the Aswan 
Dam will not be signed for two or three years. This is because Egypt would have 
to pay ? per cent. interest on the loan from the moment of signing until drawings 
were actually made on the credit, and the money will not be required until the 
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grants from the United States and Britain for preliminary work have been used up. 

The Minister of Finance, Dr. Kaissouny, has announced the temporary sus- 
pension for 1956 of import licences for cars, radio sets, refrigerators, washing 
machines, cooking stoves and domestic heaters. 





France 


It has been reported that the Government is considering the creation of a 
transferable franc system by extending the scope of the arrangements for using 
the franc in multilateral payments transactions introduced in the new payments 
agreements with Argentina and Hungary. 


Germany 


The Bank Deutscher Laender announced in the first week of March an increase 
in its re-discount rate from 3} to 44 per cent. Rates linked to Bank rate were 
adjusted accordingly. The move is discussed further in a contributed article on 
page 207. 

The West German Industries Federation has proposed the creation of a 
Government agency to help long-term German development schemes abroad, 
modelled on the U.S. Export-Import Bank. The Federation stated that it was 
proving almost impossible at the moment to obtain export credits for periods 
exceeding five years. 


India 


The United Kingdom Government is to lend India £15 millions towards the 
cost of the new 1-million-ton steel mill to be erected in West Bengal. The rate 
of interest will be that at which the British authorities borrow from the market. 
In addition, a syndicate of British banks will extend a credit of {114 millions at 
a rate at I per cent. above the current London Bank rate. The balance of the 
external cost of the scheme, £524 millions, will be found from drawings on India’s 
sterling balances. India will be able to replenish the balances subsequently by a 
loan on the London market, to which the British authorities will accord trustee 
status. Internal outlays under the scheme are now put at {29} millions. 


Indonesia 


Indonesia has severed its last political link with the Netherlands by denouncing 
unilaterally the financial and economic agreement between the two countries. 
An important result will be that Dutch enterprises will now have to conform 
to the general rule that all companies operating in the country must be owned 
to the extent of at least 51 per cent. by Indonesians. 
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Under an agreement with the United States Government, Indonesia will pur- 
chase surplus U.S. farm commodities to the value of $96 millions for rupiahs. 
Most of the rupiah proceeds of the transaction are to be made available by the 
U.S. authorities for financing development in Indonesia. 


Iraq 


Meetings of the expert groups set up by the Economic Committee of the 
Baghdad Pact at its inaugural session in January have been taking place in 
Baghdad. 


Irish Republic 


To counter the deterioration in the country’s external payments the Govern- 
ment has imposed a 25 per cent. levy on imports of less essential goods, including 
motor cars. It has also tightened hire-purchase restrictions. Preliminary official 
estimates suggest that there was a deficit in the country’s external payments of 
the order of £35 millions last year, against a deficit of £6 millions in 1954. 

The drain of the external assets of the commercial banks has forced liquidity 
ratios down to abnormally low levels, inducing sales of investments in the London 
market. 


Malaya. 


Colonel H. S. Lee, who is taking over the post of Minister of Finance of the 
Malayan Federation as a sequel to the recent constitutional conference in London, 
has stated that the Government will endeavour to develop the ports, diversify 
exports and attract foreign capital. It would remain strictly within the sterling 
area and abide by the decisions of the Commonwealth Finance Ministers’ con- 
ference on the question of dollar spending. 


New Zealand 


The Minister of Finance, Mr. Watts, has announced that the Government wil] 
meet the market trend and pay higher rates on the substantial loan conversion 
programme facing it in 1956. He revealed that it had been decided to take 
advantage of the Government’s option to redeem before final maturity date the 
{134 millions of stock maturing in January, 1957. Investors would shortly be 
offered an opportunity to convert into a Ig6I issue carrying 4} per cent. or a 
1961-67 loan at 42 per cent. 

The Minister asserted that New Zealand had been spending excessively and 
that some restriction on borrowing was therefore essential. The problem would 
not be solved by a return to selective import controls, and the use of monetary 
measures was therefore essential. 


Norway 


The Government claims that its financial and monetary measures have exer- 
cised a substantial influence on economic trends for the first time since the war. 
The restrictive measures have led to a mild reversal of the hitherto practically 
unbroken rise in investment activity in the post-war period, with the result that 
industrial output rose by only 3.9 per cent. last year, compared with 6.2 per cent. 
in 1954 and 5.7 per cent. in 1953. Preliminary official estimates indicate that 
there was a payments deficit on current account transactions in 1955 of Kr. 706 
millions, some Kr. 370 millions less than in 1954. 


Pakistan 
The United States authorities have agreed to step up American economic aid 
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to Pakistan in the year to June 30, 1956, by $26 millions, to $85 millions. The 
extra money is to help Pakistan carry out development projects in the fields of 
agriculture, natural resources, industry, mining, health and sanitation. 
Paraguay 

It has been announced that the International Monetary Fund has concurred 
in a proposal by the Paraguayan Government to alter the par value of the 
country’s currency from 21 to 60 guaranies per U.S. dollar. The new rate will 
apply to all exports, essential imports, receipts and transfers of certain services 
covered by the Exchange Budget and Government transactions. [For non- 
essential imports there will be a temporary exchange surcharge of 25 guaranies 
to the U.S. dollar. The new arrangements represent a great simplification of the 
Paraguayan exchange structure. 


South Africa 


The imposition of controls on the transfer of South African capital to London, 
which followed the increase in the United Kingdom Bank rate in mid-February, 
is discussed in detail on page 108. 

The Minister for Economic Affairs, Dr. Van Rhyn, has stated that no further 
relaxation of import control is possible for the present and that quotas for 1956 
will therefore remain at the 1955 levels. 


Sudan 


The Minister of Finance and Economy has announced that arrangements for 
establishing a Sudanese currency have been completed. New notes are being 
printed on a sufficient scale to replace bank-notes at present in circulation, most 
of which are Egyptian notes issued by the National Bank of Egypt. The Minister 
stated that the Egyptian Government has agreed to send a delegation to negotiate 
the procedures for the withdrawal of Egyptian notes and coins and that the British 
Government had agreed to pay in sterling for British coins now circulating in the 
country. However, until a scheme could be devised for producing new Sudanese 
coins, those now in circulation would continue to be used. 








Turkey 


It has been reported that the United States authorities are planning to grant 
another loan to Turkey, but that this will be for a materially smaller sum than 
the U.S. $300 millions asked for by the Turkish Government. Rumours of a 
possible large Soviet credit to Turkey have been denied. 
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Letter to the Editor 








Banks and Industrial Finance 


Dear Sir,—In his comments in your February issue, Sir Oscar Hobson seems 
rather to have misunderstood certain of the suggestions I made in my presidential 
address to the Institute of Bankers. He writes as if I had proposed that the 
banks should participate “in the issuing of new industrial capital ’’’, and even in 
‘the management of industrv ”. 

I did not, in fact, suggest that the banks should become issuing houses, or 
that they should become directly and deeply involved in the fortunes of individual 
companies. I asserted-—-not ‘ admitted ”’, as Sir Oscar says—that our new issue 
machinery was good, but my analysis led me to conclude that a shortage of finance 
might be developing. As I could not see any other source of finance which was 
large enough, I suggested, as a long-term policy for the future, that the banks 
might become customers of the new issue market, making funds available in various 
short and long-term ways. lar be it from me to suggest that they become com- 
petitors of the Issuing Houses.—Yours faithfully, 

GEORGE ERSKINE, 
President, Institute of Bankers, E.C.3. 
March 6, 1956. 
Sir Oscar Hobson writes: 

In his address Sir George Erskine said that the banks “ might participate 
directly in the sub-underwriting of new issues ’’; that they “ might act as the 
yvovernment departments do for issues by nationalized industries—that is, take up 
any slack at the time of issue, carry it for a period and peddle it out later... .”’; 
that they ‘“‘ might make advances to institutions and other investors to assist 
them in taking up new securities ’’; and, finally, that they “‘ might be prepared 
to widen their own investment policy so as to take up, in order to hold, new issues 
of debenture stocks and preference shares—perhaps even of equities ”’. 

I submit that these activities could be fairly summarized as “ participating in 
the issuing of new industrial capital”’, but, of course, I accept Sir George’s 
assurance that he does not desire their competition in actual issuing with the 
Issuing Houses, of one of which he is so distinguished a director. 





Appointments and Retirements 





District Bank—Deputy Chairman 


Mr. Leslie Shaw, chairman of English Sewing Cotton and a number of other 
industrial companies and a director of the District Bank since 1950, has been 
appointed deputy chairman of the bank in succession to Sir Robert Burrows, who 
retired on December 31. Mr. Shaw is a Fellow of the Institute of Chartered 
Accountants and senior partner of Ashworth, Mosley & Company. 


Barclays Bank—J//ead Ojfice: Mr. C. Holloway to be a metropolitan manager; London—Ber- 
mondsey : Mr. A. C. Mottley, from Westminster, to be manager on retirement of Mr. H. H. Butcher. 
ishbourne: Mr. H. Tyler, from Sheffield, to be manager on retirement of Mr. N. C. Fletcher. 
luvfovd: Mr. A. R. Cattle, from Charlbury, to be manager on retirement of Mr. A. E. Rant. 
Colne: Mr. L. A. Watson, from Wigan, to be manager on retirement of Mr. C. Meadowcroft. 
Crowborough: Mr. H. C. Buxton, from Southwick, to be manager. Eton: Mr. H. G. Wilmot, 
lrom West Drayton, to be manager, Feltham: Mr. W. Davies, from Eton, to be manager on 
retirement of Mr. W. F. R. Essex. J /lectwood: Mr. H. R. Gornall, from St. Annes-on-Sea, to be 
anager on retirement of Mr. A. M. Lawton. Great Horton: Mr. E. H. Smith, from Bradford, 
to be manager on retirement of Mr. E. Jowett. Haywards Heath: Mr. R. M. Caffyn, from 
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Crowborough, to be manager on retirement of Mr. A. T. Ennion. Heacham: Mr. F. W. Rose, 
from Heacham, to be manager. Heanor: Mr. E. R. Hoare, from Melton Mowbray, to be manager. 
Hucknall: Mr. J. W. Austin, from Beeston, Notts., to be manager on retirement of Mr. F. A. 
George. Hunstanton: Mr. E. W. Braddock, from Great Yarmouth, to be manager on retirement 
of Mr. G. Richmond. Kidsgrove: Mr. J. H. Crimes, from Burslem, to be manager on retirement 
of Mr. H. L. Norris. Louth: Mr. J. P. Harger, from Morpeth, to be manager on retirement of 
Mr. J. G. Inwood. Moipeth: Mr. E. S. Smith, from Newcastle upon Tyne, to be manager. 
Newbury: Mr. J. R. Butterworth, from Southall, to be manager on retirement of Mr. H. W. 
Leaver. Nottingham—Alfreion Rd.: Mr. F. Weaver, from Heanor, to be manager on retirement 
of Mr. D. H. Jones; West Bridgford: Mr. K. J. A. Smith, from Meadows, Nottingham, to be 
manager. 

District Bank—Huddersfield: Mr. A. Wilson, from Lancaster, to be manager. Wigan: Mr. 
H. T. M. Swire, from Huddersfield, to be manager. 

Lloyds Bank—Sir John Carew Pole, Bt., D.S.O., T.D., has been elected a director and has 
assumed chairmanship of the Devon and Cornwall Committee. Mr. F. N. Lloyd has been 
elected a director and has been appointed to the Birmingham Committee. Head Office: Mr. C. P. 
Outhwaite, from Grantham, to be an inspector; Mr. S. J. Collingwood, from Bristol, to be a 
controller; Mr. R. I. H. S. Beaumont, from Whitstable, to be an inspector; Mr. J. Nuttall to be 
a staff controller, Staff Dept.; Mr. E. G. Woolgar to be chief manager, and Mr. G. R. F. Ashton 
and Mr. J. I. Kennan to be managers, Overseas Dept. Bury St. Edmunds: Mr. J. E. S. Pattinson, 
from Wisbech, to be manager on retirement of Mr. W. V. Suttle. Cambridge: Mr. M. W. Ramsay 
to be manager. Cranbrook: Mr. L. G. Hopkins, from Sandwich, to be manager on retirement 
of Mr. H. Tutt. Connah’s Quay: Mr. C. L. Nicholson, from Burnley, to be manager. Dover- 
court: Mr. R. B. Gibbs, from Gosport, to be manager. Farnham: Mr. V. Bruce-Jones to be 
manager on retirement of Mr. T. Mason. Gosford Green, Coventry: Mr. G. P. Williams, from 
Birmingham, to be manager on retirement of Mr. C. Smith. Gvantham: Mr. S. D. Alsford, from 
Taunton, to be manager. Leicester: Mr. D. Richards, from Gloucester, to be manager. Little- 
hampton: Mr. S. F. Elliott, from Birchington-on-Sea, to be manager on retirement of Mr. J. G. 
Edbrooke. Middlesbrough: Mr. G. H. Blakey to be manager. Newcastle upon Tyne: Mr. L. J. 
Holt to be manager in succession to Mr. H. C. Clapham. Rugby: Mr. B. L. Abel, from Cam- 
bridge, to be manager on retirement of Mr. C. W. Statham. 

Martins Bank—A shion-under-Lyne: Mr. F. Henshall, from Broadheath and Timperley, to be 
manager. Bradford: Mr. R. J. Peace, from Brighouse, tobe manager. Broadheath and Timperley : 
Mr. J. A. Coombes, from Timperley, to be manager. Hanley: Mr. E. R. Carr, from Nottingham, 
to be manager. Liverpool, Heywoods : Mr. I. Buchanan, from Liverpool city office, to be manager. 
Longion : Mr. J. R. Dakin, from Newcastle-under-Lyme, to be manager. Shipley: Mr. J. Holgate, 
from Duckworth Lane, to be manager. 

Midland Bank—Mr. L. C. Mather to be general manager of Midland Bank Executor & Trustee 
Company as from April 1 on retirement of Mr. P. D. Willcock. Birmingham: Mr. D. B. Wilkin- 
son, from Stourbridge, to be manager on retirement of Mr. A. B. Clibbery. Blackpool: Mr. R. H. 
Jefferson, from Workington, to be manager in succession to Mr. E. Pemberton. Broadway 
(Worcs.): Mr. D. E. Lenton, from Southend-on-Sea, to be manager on retirement of Mr. A. F. 
Lomas. Eastwood (Notts.): Mr. H. J. Pyatt, from Nottingham, to be manager on retirement 
of Mr. T. S. Saynor. Kington: Mr. L. W. Bryant, from Chipping Campden, to be manager in 
succession to Mr. L. J. Wibberley. Liverpool, Walton: Mr. E. Ross, from East Liverpool, to be 
manager on retirement of Mr. R. Bradshaw. Nottingham, Arkwright St.: Mr. B. T. Phillips, 
from Victoria St., Nottingham, to be manager in succession to Mr. H. J. Pyatt. Ringwood: 
Mr. L. E. Tully to be manager on retirement of Mr. L. G. Head. 

National Provincial Bank—Head Office: Mr. R. V. Abbott has been appointed a joint general 
manager and Mr. R. Marwood an assistant general manager. Mr. A. D. Lloyd to be deputy 
manager, administration department; Mr. R. F. Smith to be head of advance department; 
Mr. J. N. Currie to be a controller, advance department. Tyvustee Branch, Nottingham: Mr. 
N. C. Venables to be manager. London—Aldwych: Mr. F. G. Eldridge to be manager on retire- 
ment of Mr. J. L. Caddel; Hampstead: Mr. D. H. Evans, from Boreham Wood, to be manager 
in succession to the late Mr. E. J. Southard; J/ford: Mr. G. C. Austin, from Golders Green, to be 
manager on retirement of Mr. J. F. Burns. 

Westminster Bank—Bournemouth: Mr. E. Hempton, from Brighton, to be manager on retire- 
ment of Mr. R. C. Morgan. Caterham: Mr. E. A. C. Hallett to be manager. Hull: Mr. P. A. 
Hepton, from Alfreton, to be manager on the death of Mr. A. H. Pike. Newport, Isle of Wight: 
Mr. T. C. Ingleton, from Biggleswade, to be manager on the death of Mr. F. C. Foskett. Watford 
Junction: Mr. F. E. Johnson, a controller’s assistant, to be manager on retirement of Mr. W. J. M. 
McMaster. 

Commonwealth Development Finance Company: Mr. A. S. G. Hoar, general manager, has 
been appointed managing director in succession to Mr. A. G. Beevor, who joins the International 
Finance Corporation. 

The Bankers’ Magazine: Mr. Stephen Frowen has been appointed editor in succession to the 
late Dr. H. C. F. Holgate. 
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Banking Statistics 





Trend of ‘‘ Risk ”’ Assets 


(Ligures in italics show percentages of gross deposits) 

















Actual /mns. /mins. 
1950 
1955 1950 Change on month 
Jan Feb. Jan. eb. Jan. Feb. 
Barclays: 
Advances 333.7 403.1 352.7 301.5 —- 5.0 + Q.1 
a hia 27.4 29.7 25.6 27.5 
Investments 513.2 513.2 450.3 450.4 + 3.2 |- O.L 
70 30.4 35.7 2.6 34.2 
Lloyds: 
Advances 321.0 345.2 333-1 335-4 g.d t- 2.3 
% ‘3 26.6 29.3 28.4 30.0 
Investments 428.6 429.3 391.9 385.3 O.1 - 6.0 
| % 35-4 30.4 33-4 34-5 
Midland: 
Advances 394.6 414.9 373-7 390.3 ~11.9 10.0 
% - 27.7 29.9 26.6 29.0 
Investments 489.9 490.0 402.2 402.3 —- O.!I t+ O.I 
oe oe 34-+3 35-3 3269 34-3 
National Provincial: 
Advances 250.4 257-4 258.5 257.1 —- 6. ~ 1.4 
yA : 28.2 30.0 22.3 33-9 
Investments 255.2 285.2 223.0 221.9 l- 2.9 —- 1,1 
. /0 32.1 33-2 27.7 29.3 
Westminster: 
Advances 202.2 284.0 241.9 248.2 ~10.2 6.3 
yA ; 29.8 33.1 29.1 30.9 
Investments 310.3 284.7 249.3 249.3 — — 
% 94.3 33.2 30.0 31.0 
District: 
Advances 64.0 08.5 04.4 64.8 - 2.0 O.4 
yA ‘a 25.8 28.3 20.6 28.8 
Investments 97.8 80.0 69.5 09.5 — — 
y 4 39.3 35.6 28.8 31.0 
Martins: 
Advances 97.5 101.7 92.5 Q5.2 l- 3.7 - 29 
% - 31.2 33-3 31.2 33.1 
Investments 109.7 100.1 85.2 85.2 | 0.0 -— 
; y A er. - 35.1 $3.7 28.7 29.5 
Eleven Clearing Banks: 
Advances “ 1,892.4 1,999.7 1,826.3 1,805.1 — 24.9 -+ 35.9 
y A - 28.2 30.7 28.3 30.3 
Investments 2,350.7 2,298.4 2,016.0 2,006.8 — - 9.2 
% 35.0 35.2 32.2 32.6 
Trend of Bank Liquidity 
TO54 1955 1950 
Dec. Jan. Leb. Mar. Apr. May June Oct. Nov. Dec. Jan. Feb. 
Liquid Assets:* % % % % % % % % % % % % 
Barclays .. 33.3 34-1 29.8 28.8 30.4 31.0 30.3 36.3 36.2 37-9 39.1 35.7 
Lloyds o> 34-2 35.3 31.0 33.3 392.0 38.2 30.0 33-4 34:2 34:4 34-4 32.3 
Midland -» 30.4 35-4 31.9 30.1 29.9 29.1 29.1 32.2 35.0 338.2 37-7 33-8 
National Prov. 37-2 38.2 34.4 30.7 31.1 31.6 32.3 33.6 35.0 38.6 38.0 34.1 
Westminster 32.2 32.6 30.6 29.7 29.5 29.8 28.1 32.6 34.3 30.3 37-7 34-7 
District - 2.2 31.3 31.7 31.5 31.7 30.9 30.8 34.9 39.3 39.9 41.0 30.1 
Martins -+ 33-2 30.9 31.0 28.5 29.2 31.9 31.6 35.6 35.1 39.8 36.8 33.6 
All Clearing 
Banks 34.3 34.4 31.3 31.3 29.9 30.5 30.1 33.8 35.0 37.4 37.6 34.3 


* Cash, call money and bills. 
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Banking Trends over Thirty Years* 
“ Risk ’’ Assets 


Combined 





Liquid Assets intiianeiigen 



















Net —-- Invest- 
Averages Deposits Actual Ratio T.D.R.s ments Advances Ratio 
of Months: émn. /mn. y/ A /mn. smn. 4 
1Q21 1,759 O80 35 —- 325 533 O4 
IQ22 1,727 055 37 — 391 750 O4 
1923 1,625 591 35 — 350 7O1 07 
1924 1,015 545 33 - 341 803 09 
1925 1,010 539 2 250 8506 69 
1920 1,015 532 2 - 205 SQ2 70 
1927 1,001 553 32 254 G25 O09 
1925 1,711 534 33 254 Q4d 08 
1929 1,745 503 2 257 gg! OY ) 
1930 1,75! 596 33 258 963 63 
193! 1,715 500 2 - 301 QIg OY 
1932 1,745 O11 34 _- 345 544 07 
1933 1,909 668 34 - 537 759 60 
1934 1,534 570 31 — 500 753 7° 
1935 1,951 O23 31 — O15 709 O9 
1936 2,088 692 2 _- 614 S39 68 
1930 2,160 713 32 — 643 S05 68 ) 
1937 2,225 683 30 652 954 70 % 
1935 2,215 072 30 — 037 Q70 7i 7. 
1939 2,181 645 29 — 605 gol 71 * 
1940 2,419 735 31 73 606 955 65 m 
1941 2,363 670 2 495 SoO4 8538 59 “ 
1942 3,159 712 22 O42 1,009 797 57 on 
1943 3554 72: 20 1,002 1,147 747 52 9 
1944 4,022 788 1V 1,387 1,105 750 40 + 
1945 4,551 8806 19 1,811 1,150 708 41 _ 
1940 4,932 1,280 25 1,492 1,345 8838 44 a 
1947 5,403 1,040 29 1,305 1,474 1,107 40 a 
1948 5,713 1,703 29 1,284 1,479 1,320 47 - 
1949 5.772 1,g20 32 933 1,505 1,440 49 Z, 
1950 5,011 2,345 39 $30 1,505 1,003 52 - 
195! 5,931 2,308 35 247 1,024 1,822 50 bp 
1952 5,350 2,097 34 — 1,953 1,535 62 = 
1953 0,024 2,201 35 — 2,103 1,731 O62 4 
1954 06,239 ?,1gO0 34 - 2,321 1,504 O4 a 
1955 6,184 2,098 33 _ 2,149 2,019 65 S 
1951: = 
Oct.t 5,981 2,423 39.1 177 1,555 1,597 55-7 < 
Nov.t 5,973 1,981 32.0 108 2,033 1,925 64.0 us 
1955: ~ 
Nov. 6,112 2,241 35-0 se 2,035 L,O14 O1.7 Z 
Dec. 6,201 2,472 37-4 = 2,010 1,851 58.5 ~ 
1950: 
Jan. 0,191 2,430 37.6 — 2,010 1,826 59.4 
Feb. 5,399 2,111 34.3 — 2,007 1,805 62.8 
* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the ‘‘ new ’”’ monetary 
policy and the compulsory funding of Treasury bills. 
Floating Debt 
Jan. 28, Feb. 4, Feb. 11, Feb. 18, Feb. 25, Mar. 3, Mar.10, Mar. 17 
1950 1950 1950 1950 1950 1950 1950 1950 
Ways & Means Advs.: sm. #m. fm. ém. ém. ém. fm. /m 
Bank of England -—- — 2.0 —— 1.8 —— _ — 
Public Depts. 230.7 205.0 219.2 234.9 246.6 243.0 254.9 254.4 
Treasury Bills: 
Tender 3340.0 3280.0 3280.0 3270.0 3220.0 3210.0 3210.0 3210.0 
Tap $a 1994.6 1965.4 1875.4 1872.6 1886.7 1908.9 1594.3 1024.2 
5571-4 5450-4 5370-5 5377-5 5355-9 5301.9 5059.2 5085.6 ) 
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National Savings 
(£ millions) 


Change 
Savings in Total Total 
Certi- Defence Savings Total Accrued Defence Remain- Remain- 
ficates Bonds Banks Small Interest Bond ing ing 
(net) (net) (net) (net) Maturity Invested* Invested 
1948-49 — 6.6 —- 6.4 +-39.8 +26.8 102.8 —52.1 + 59.5 6101.9 
1949-50 — 23.4 ~ 18.6 — 29.7 - 71.7 100.8 — 0.9 +24.2 6126.7 
1950-51 .. — 5.5 — 20.7 — 64.7 -~ 90.9 95.3 -—- + 4.1 6130.5 
1951-52 .. -+-19.8 —14.7 —- 90.3 85.2 04.1 —-42.0 — 360.5 6094.3 
1952-53 -- +20.8 —I11I.3 —131.6 —I22.1 88.3 45-5 73.4 6020.9 
1953-54 -+-19.0 + 0.3 — 79.3 — 60.0 88.6 - 38.4 — 12.2 6008 . 7 
1954-55 -- +45.8 50.0 — 35.5 | 89.5 89.4 16.0 120.8 6126.2 ; 
1954-55 
April-Jan. -}+ 31.6 + 31.9 —- 45.4 +16.4 70.1 -21.8 |-63.0 6073.0 
February -+- 8.7 + 7.1 + 9.0 25.4 9.0 2.9 32.0 6105.0 
1955-50 
April-Tan. --20.6 4+-62.5 —~ 82.3 — 39.7 64.4 —40.3 — 16.8 6108.0 
February -+- 0.5 +- 2.1 - 9.0 11.6 (7 4.0 -++-14.0 6122.0 
* After taking account of net sales through the Post Office Savings Banks of Government 





securities other than defence bonds. 





Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net Gold and Dollar 


Surplus (-+-) or Deficit (-) " Financed by: 





Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters E.P.U.* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1940 _ -—- — 908 —-- +1123 -+- 220 2606 
1947 —- — — 4131 — +-3513 — 618 2079 
1948 -~— oo — 1710 682 - 805 — 22: 1856 
1949 -=- _— — 1532 1190 168 — 168 1688 
1950 +- 14 -+- 791 -+- 805 762 + 45 +-1612 3300 
195! — 112 — 876 — 988 199 — 176 — 905 2335 
1952 — 276 — 460 — 730 28 — 181 — 489 1846 
1953 +-113 +433 + 546 307 - 2 + 672 2518 
1954 +- 85 “++ 407 + 492 152 — 400 + 244 2762 
1955 — 169 — 406 — 575 114 — 81 — 642 2120 
1955: 
-% — 143 — 144 49 — ~ 2667 
IT + 56 — 88 —- 32 45 —— + 13 2680 
IIT — 105 — 240 — 345 10 — — 335 2345 
October —- 80 -+- 29 —- 51 3 ~- — 48 2297 
November — 32 -+- 16 —- 16 2 —- —- 14 2283 
December - + 20 13 5 — 181 — 163 2120 
IV — 119 + 65 —- 54 10 — I81 — 225 2120 
1956: 
January .. — 23 + 46 + 23 6 — + 2¢ 2149 
February .. - 8 +- 63 55 6 -- + 61 2210 
































* Portion of monthly deficit or surplus settled in gold (in month following each accounting 
period). 

+ Comprising a “ repurchase ”’ of sterling from the International Monetary Fund in August; 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952, 
1953 and 1954. The special credits comprised $4,909 millions from U.S. and Canadian credits in 
1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 
gold loan of 1948. The quarterly instalments of $8 millions made on the Canadian wartime 
loan are not deducted from the net surplus or deficit. 




















STATE BANK OF INDIA 





Successful Change-over 





Dr. John Matthai’s Speech 





HE First Annual General Meeting of the 
Shareholders of the State Bank of India 
was held in Bombay on February 209. 
The following are extracts from the speech 
delivered by the Chairman, Dr. John Matthai: 


On July 1, 1955, the State Bank of India 
came into being and the undertaking of the 
Imperial Bank of India, which was formed in 
1921 by the amalgamation of the three Presi- 
dency Banks, was transferred to the new insti- 
tution with the exception of the assets and 
liabilities of foreign branches. It is a matter 
of gratification that the good work put in by 
all concerned and the satisfactory arrangements 
made have enabled the change-over to take 
place without any dislocation or difficulties 
either within the Bank or in the general 
economic life of the country. 


Imperial Bank to Continue 


In regard to the transfer of the assets and 
liabilities of the.undertaking of the Imperial 
Bank to the State Bank as contemplated by 
the State Bank of India Act, it was felt that, 
while there would be no difficulty about the 
transfer in India, it was doubtful whether such 
‘vesting ’’ would be recognized and given 
effect to in foreign countries. As a _ pre- 
cautionary measure, it was therefore decided, 
on legal advice, to provide for the continued 
existence of the Imperial Bank as a corporate 
entity beyond the “‘ appointed day ”’ to enable 
it to make over its assets and liabilities at its 
foreign branches to the State Bank. 

Accordingly, the State Bank of India Act 
was amended by an Ordinance on June 23, 
1955, which was later passed into an Act of 
Parliament on September 21, 1955. The 
present position is that the Imperial Bank of 
India is nominally in existence for the purpose 
of enabling the transfer of assets and liabilities 
in London, Burma, Ceylon and Pakistan to be 
effected. While the bulk of these assets and 
abilities have already been transferred to the 
State Bank, there are still a few legal for- 
malities to be completed for effecting the 
transfer completely and as soon as these are 
finalized the Imperial Bank as a corporate 
entity will cease to exist. 


Foreign Exchange Business 


While on the subject of our foreign branches, 
I would mention that these continue to serve 
a useful and important purpose and we have 
during the past six months examined the 
question of opening new branches in foreign 
countries with the object of fostering Indian 
trade and expanding our activities, particu- 
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larly in the field of foreign exchange to which 
we attach much importance. 


For diverse reasons, our progress in the 
matter of further expanding foreign exchange 
business has been slow, but in view of the 
great expansion in India’s foreign trade, which 
will result from the Second Five Year Plan, it 
is our intention to adopt a more vigorous drive 
towards attracting what we consider to be our 
legitimate.share of this important sphere of 
banking business. 


Facilities in Rural Areas 


I now pass on to deal with the question of 
the expansion of banking facilities in rural 
areas which is one of the main objectives 
before us towards furthering the banking 
development of the country. Arising from 
the recommendations of the Rural Banking 
Enquiry Committee, 1950, the Imperial Bank 
of India had, in consultation with the Reserve 
Bank of India, agreed to open 114 branches 
(both new and Treasury Pay Offices to be 
converted) during the period July 1, 1951, to 
June 30, 1956. Up to June 30, 1955, 63 
offices had been opened by that Bank and 
since that date a further 20 offices have been 
established, leaving 31 centres where branches 
are still to be opened. 


The State Bank has a statutory obligation 
to open 400 new branches during the first five 
years of its existence or such extended period 
as the Central Government may specify in this 
behalf. The places where such additional 
branches are to be established have to be 
determined by the Central Government in 
consultation with us and the Reserve Bank. 
As a first step in this process, 100 places have 
been selected which are confined mostly to 
district treasury and the relatively more 
important sub-treasury centres. 


Schedule of Charges 


Dealing with interest rates and collection 
charges, the Chairman said: The State Bank’s 
schedule of charges for the negotiation and 
collection of bills and interest rates on advances 
have been fixed in relation to its operating cost 
and the comparative rates charged by other 
banks. These rates are necessarily subject to 
review from time to time in the light of pre- 
vailing business and monetary conditions. The 
transformation of the Bank into a State Bank 
does not by itself justify relaxing the basis on 
which the rates are fixed. In any action which 
the Bank may be called upon to take in the 
matter, apart from the normal considerations 














governing the problem, it is necessary to take 
account also of the obligation placed on it to 
develop banking in rural areas and the mount- 
ing cost of its establishment charges on account 
of the successive Bank awards. 

Another matter which affects banks generally 
and which requires careful consideration is the 
gradually increasing burden of interest paid 
for attracting deposits. I understand that an 
attempt was made in 1954 to reach an agree- 
ment amongst banks in the matter of fixing 
ceilings on deposit rates. Unfortunately, this 
did not succeed with the result that each bank 
now pursues its own policy in this highly 
competitive field. I cannot but view with 
concern the present trend amongst banks to 
offer increasingly higher rates of interest for 
deposits and consider that this is unhealthy 
competition which should be discouraged. A 
voluntary agreement among banks appears to 
be the solution, but if this is not possible 
because of the diversity in their size and 
standing, the alternative is for Government to 
consider suitable action for regulating deposit 
rates. 

Small-scale Industries 


Commenting on small-scale industries the 
Chairman said: The Second Five Year Plan 
accords high priority to the development of 
village and small-scale industries. While 
Government assistance would go some way, 
the bulk of the credit finance would have to 
be provided by institutional agencies operating 
in the field, whose support is likely to prove 
of more permanent vaiue to the industries 
concerned. 

Small industries run by co-operative so- 
cieties naturally look to the co-operative credit 
organization for assistance. Small industries 
requiring working capital for short periods and 
able to provide readily realizable security are 
normally helped by commercial banks. Those 
which require long-term capital on _ fixed 
security have usually to approach the State 
Financial Corporations. The credit require- 
ments of small industries cannot, however, be 
adequately satisfied unless a scheme is evolved 
for co-ordinating in an effective manner the 
activities of the above credit agencies. The 
initiative for planning such a co-ordinated 


scheme has been taken up by the State Bank. 
The Accounts 
Turning to the accounts, the Chairman 


said: 

Although the State Bank has been in exist- 
ence only for the past six months, I propose 
to compare the figures of our first Balance 
Sheet as at December 31, 1955, with the 
corresponding figures of the Imperial Bank of 
India as at December 31, 1954, and similarly 
the Profit and Loss Account figures for the 
last half-year with the figures for the corre- 
sponding period in the previous year. Thus, 
it will be seen from our Balance Sheet that our 
Fixed Deposit, Savings Bank, Current and 


other Accounts stood at about Rs. 226 crores 
as compared with Rs. 231 crores at which this 
item appeared a year previously. 
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Although there is a decrease of Rs. 5 crores 
over the year, the present position must be 
considered satisfactory if the downward trend 
in our deposits which started early in the year 
soon after the Government’s announcement 
of their decision to assume effective control 
over the Bank is taken into account. Our 
deposits in India fell from Rs. 203 crores in 
January, 1955, to Rs. 184 crores in June, 1955, 
and this drop of Rs. 19 crores can only be ex- 
plained by the initial apprehension in the 
minds of the public regarding the future policy 
of the Bank and the continuance of its com- 
mercial character in its altered status. I am 
glad to say, however, that any fears enter- 
tained in this regard have proved entirely 
groundless as is evidenced by the steady 
increase in our deposits in India during the 
past six months, which reached the figure of 
Rs. 202 crores at the end of December, 1955, 
thus almost regaining the level of January, 
1955. 


Trading Results 


After allowing for interest paid, our gross 
profits for the half-year at over Rs. 351 lakhs 
are approximately Ks. 40 lakhs better than 
those of the corresponding period last year, as 
against which our charges are up by a like 
amount of Rs. 40 lakhs. 


The principal increase in charges is in respect 
of Establishment which cost us some Rs. 35 
lakhs more than in the corresponding period 
of 1954. Of this, Rs. 23 lakhs have gone to 
the clerical, cash department and subordinate 
staffs and represent for the most part increases 
in salaries, allowances, etc., arising out of the 
adjustments made in implementing the Gajen- 
dragadkar Award, which was published in 
August, 1955. In the result, our net profit for 
the last half-year, at approximately Rs. 68 
lakhs, is about the same as that for the corre- 
sponding period in the previous year. 


The Dividend 

The dividend has been declared by the State 
Bank at the same rate as was done by the 
Imperial Bank in June, 1955, and the previous 
year’s, viz., 16 per cent. per annum. This on 
the purchase price represents a net return of 
about 4.5 per cent. By far the largest part 
of the sum distributed as dividends is payable 
to the Reserve Bank. Although, in terms of 
the notification issued by the Reserve Bank, 
it was laid down that the new shares of the 
State Bank would be issued to those share- 
holders who applied for such shares, in lieu of 
the compensation payable to them, at a price 
of Rs. 350/- for each share of Rs. 100/-, only a 
small proportion of the old shareholders opted 
for the new shares, with the result that the 
Reserve Bank of India are at present holding 
a major portion of the State Bank shares. 


It follows, therefore, that the private share- 
holders who benefit from the dividend payable 
by the State Bank form only a very small 
minority and the matter consequently is one 
which affects the investing public to a small 
extent only. 
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LOMBARD BANKING LIMITED 





Profit Higher by 50 per cent. 





Mr. E. G. Spater’s Statement 





HE annual general meeting of Lombard 
Banking Limited was held on March 23, 

at the Dorchester, Park Lane, London. 
The Chairman, Mr. E. G. Spater, F.C.L.L., 
presided. Part of his statement is as follows: 
Following the increases in our capital during 
1954, we have effected further issues in 1955, 
all of which capital was subscribed at sub- 
stantial premiums. These increases in the 
capital structure lend considerable strength 
to the continued development of Lombard 
Banking throughout the United Kingdom, 
within which there is enormous scope for the 
expansion of those facilities in the provision 
of which Lombard Banking plays a leading 
role by supplying a highly specialized service 
for our ever-increasing number of customers. 


A Very Great Achievement 

The Consolidated Profit and Loss Account 
is once again a document in which every 
member may take great pride. The net profit 
before taxation, but after making adequate 
provisions, is £342,096, against £227,464 in 
1954, showing no less than a 50 per cent. 
increase. By any standard this must be 
acknowledged as a very great achievement, and 
even more so when one takes into account that 
1955 was a year overshadowed by restrictions, 
controls and increased costs. In the light of 
these conditions one might reasonably have 
expected very different results from those 
achieved, and you may feel that our Executives 
deserve considerable congratulation. The 
charge for taxation this year reaches the 
mammoth figure of £183,500, against £117,698 
in 1954. Taxation is now so penal that it is 
nothing short of a miuracle that initiative, 
energy and ambition survive. Of the balance 
of consolidated net profit after tax, amounting 
to £158,596 (£109,766, 1954), £98,587 has been 
transferred to Capital Reserve and {15,168 
has been placed to Revenue Reserve. The 
balance of Profit and Loss Account has been 
increased to £65,208. I am confident that all 
shareholders will once again endorse the wis- 
dom of conserving our profits for continued 
expansion and development. 


Dividend Raised to 25 per cent. 

The dividend on our Ordinary Shares remain- 
ed at 15 per cent. for five years until 1954, when 
this was increased to 16 per cent. In the last 
two years the increase in the intrinsic value of 
the Ordinary Shares, due to the repeated 
ploughing back of profits and to our remark- 
ably high earnings yield, has been such that, 
to maintain a reasonable and proper yield to 
our shareholders, it is proposed to recommend 
a final dividend of 164 per cent. for 1955, so 
making a total dividend of 25 per cent. for 
the vear. 

More and more does the purely banking side 
of our business grow. The policy of your 
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Board is to continue development of these 
facilities to our customers. Our Banking 
Division Deposit Account servic2 achieves 
increasing interest and support and _un- 
doubtedly provides a most valuable service to 
our customers. In this connection it is im- 
portant to observe the very high liquidity 
ratio that has been achieved during the year 
under review providing the very substantial 
figure of £543,823 as cash in hand and with 
other banks. 

It is realized by those in authority that 
credit finance is now an indispensable lubricant 
for the continued development and expansion 
of industry, commerce and agriculture. We 
cannot repeat too often that our funds finance 
modern plant, machinery, equipment and 
vehicles essential to a highly industrialized 
nation committed of necessity to maximum 
productivity and ever-increasing exports. 

New Branches 

During 1955 we have established new 
branches in Coventry and Cardiff. As soon 
as possible we shall establish branches in 
Leeds, Sheffield, Newcastle on Tyne, Lin- 
coln, Norwich and other important centres in 
continuance of our policy of providing our 
specialized facilities through a national net- 
work to ensure a local and convenient service 
to our ever-increasing customers. 

We are now engaged in renewed efforts to 
launch Lombank Canada Limited or acquire a 
substantial interest in a well-managed and 
established company in Canada, which arrange- 
ment may have certain advantages. The same 
policy is now being pursued in connection with 
our plans for participating in this business in 
Australia where we also have good friends 
with whom it may be possible to associate 
ourselves. 

Neither are we neglecting the opportunities 
that present themselves in the newly-formed 
and rapidly developing Central African Federa- 
tion of the two Khodesias and Nyasaland. 
Similar exploratory work is in progress there. 

Lombard Development Corporation 

Lombard Development Corporation Limited 
was formed on November 11, 1955. The 
policy is long-term investment but specifically 
in the new and rich fields of nuclear engineering, 
automation, electronics, etc., where obviously 
the major new developments and discoveries 
of this atomic age will be concentrated. 

The results for the year before you serve to 
emphasize the high quality of the management 
of Lombard Banking and the technical skill 
and loyalty of the staff. 

Once again we express our appreciation and 
thanks to our many good friends in the City 
of London and throughout the United King- 
dom whose confidence and support inspire our 
Success. 

The Report and Accounts were adopted. 











ARAB BANK LIMITED 











meeting of the Arab Bank Limited was 

held on March 30, 1956,in Amman. The 
following is an extract from the report of the 
Board of Directors: 

It gives the Board of Directors great pleasure 
to report to you that your Institution has 
forged ahead amidst all the local and world 
events and has carried on with its prime task 
of actively participating in all projects that are 
profitable to the economic and social well- 
being of the Arabs everywhere. 

Earnings for the year totalled J.D. 1,715,906, 
compared with J.D. 1,102,196 for 1954—an 
increase of J.D. 613,710, or 55 per cent. 

Total expenses (including reserves, income 
tax paid to Governments of the Arab countries 
in which the Bank functions, salaries and sums 
written off for depreciation) amounted to J.D. 
1,344,509. After providing for those expenses, 
and for J.D. 118,175 allocated to the Reserve 
Fund and the Special Reserve, the net profit 
for the year amounted to J.D. 371,397, com- 
pared with J.D. 279,113 for 1954. 

The Board of Directors recommend to the 
General Assembly the allocation of J.D. 220,000 
as net dividends to be paid to the shareholders, 
i.e. 800 fils per share (founders’ and ordinary 
Shares alike), taxes payable by the share- 
holders. The Bank has also paid income tax 
on profit before the distribution of dividends. 
The sum of J.D. 11,000 will be paid as 
Directors’ remuneration (the equivalent of 


Tine ordinary and extraordinary general 


5 per cent. of the amount recommended by the 
Board for payment to shareholders). 
Total assets at the end of 1955 amounted to 





J.D. 53,430,172, compared with J.D. 34,660,334 
at the end of 1954—-an increase of J.D. 
18,769,838, or about 54 per cent. This figure 
for the assets is by far the highest ever attained 
by the Bank since it was established. 

Cash in hand and at Banks amounted to 
J.D. 14,116,346, compared with J.D. 9,888,255 
at the end of 1954—an increase of J.D. 
4,228,088. 

The ratio of cash to deposits dropped from 
about 50 per cent. in 1954 to about 45 per cent. 
in 1955. The reason for the decrease is that 
the Arab Bank has advanced loans to a 
greater extent than before for several im- 
portant projects through the Arab world. 
However, the present ratio is very high com- 
pared with corresponding ratios of important 
banks all over the world. 

Deposits and other accounts increased from 
J.D. 20,129,544 in 1954 to J.D. 31,570,206 in 
1955, or by about 56 per cent. 

Loans to customers increased by J.D. 
6,520,943, from J.D. 10,788,308 in 1954 to 
J.D. 17,315,251 in 1955, or by about 60 per 
cent. Bills discounted also increased from 
J.D. 2,428,145 in 1954 to J.D. 2,635,725. 

The balance of documentary credits and 
guarantees for the year was J.D. 17,556,457 (of 
which J.D. 9,522,618 was for documentary 
credits and J.D. 8,033,839 for guarantees), 
compared with J.D. 10,812,178 at the end of 
1954 (of which J.D. 7,062,588 was for docu- 
mentary credits, and J.D. 3,749,590 for 
guarantees)—-an increase of J.D. 6,744,279, or 
62 per cent. 

The report was adopted. 








ASSETS 
Cash in Hand and at Banks . 
Government Bonds —— price) 


Bills Discounted .. 
Loans to Customers 


Furniture (at cost, less amounts written of ) 
Other Assets , . 


LIABILITIES 


Deposits and other Accounts 
Bills Payable 


Other Liabilities .. 
Authorized and Subscribed Capital: 


237,500 Ordinary Shares at J.D. 8—fully paid 
Reserve Fund 
Special Reserve 


Balance of Profit and Loss Account 


Abdul Hameed Shoman 
Chairman, Board of Directors 





ARAB BANK LIMITED 


BALANCE SHEET AS AT 3list. 


(To the nearest Dinar) 


Customers’ Liability on Guarantees and Credits (per C ontra) 
Bank Premises and Sites (at cost, less amounts written off ) 


Guarantees and Credits on Account of Customers ( per C ‘ontra) 


37,500 Founders’ Shares at J.D. 8—fully paid .. 


J.D. (Jordan Dinar) equivalent to £1 sterling 























DECEMBER, 1955 
1955 1954 
J.D. .D. 
14,116,346 9,888,258 
279,686 29,613 
2,635,725 2,428,145 
17,315,251 10,788,308 
17,556,457 10,812,178 
792,880 240,310 
119,384 133,990 
614,443 339,532 
53,430,172 34,660,334 
1955 1954 
J.D. J.D. 
31,570,206 20,129,544 
479,016 198,759 
17,556,457 10,812,178 
3,096 3,178 
300,000 
1,900,000 
2,200,000 
00,000 
450,000 
wo 3,450,000 3,233,335 
371,397 283,340 
53,430,172 34,660,334 
Abdul Majeed Shoman 
Member, Board of Directors 
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THE HONGKONG AND SHANGHAT BANKING 





CORPORATION 





Another Satisfactory Year 





HE ordinary yearly general meeting of 

[The Hongkong and Shanghai Banking 

Corporation was held on March 16 at the 
head office in Hong Kong. 

Mr. C. Blaker, M.C., E.D., the Chairman, 
presided and, in the course of his speech, said: 
The profit for the year amounted to $20,580, 320 
which is some $1} millions higher than the 
corresponding figure for the previous year. 
It is proposed that a sum of $4 millions should 
be written off bank premises and, after allow- 
ing for this transfer and the interim dividend 
of 42 per share, the Directors recommend a 
final dividend of £3 per share, leaving a 
balance of just over $10} millions to be 
carried forward. Although the proposed divi- 
dend for the year remains unchanged at 4/5 
per share, it is, of course, payable on the 
capital as increased by last year’s bonus issue 
and is equivalent to 46 5s. per share on the 
old capital. 

Shareholders will be aware that the con- 
tinued expansion of world trade and the rise 
in the price of.certain primary commodities, 
noticeably rubber and tin, contributed to more 
prosperous trading conditions generally in the 
territories in which we operate. On the whole, 
vour Directors are very satisfied with the 
results of the year. 

The printed statement which is in your 
hands deals with the political and economic 
situation in the Eastern countries where we 
have ofttices. This follows the pattern of 
previous years, but shareholders will notice 
that considerably less space has been devoted 
to China than has been the case in the past. 
This is unfortunately a _ reflection of the 
restriction of our activities in that country, 
although I hope that circumstances will make 
it possible for us to continue to trade with 
China if no longer in China. 

The report and accounts were adopted. 


Chairman’s Statement 

The following is an extract from the Chair- 
mans printed statement: In the Asian coun- 
tries in which most of our branches are situated 
progress continued to be made in the carrying 
out of the various development plans, but in 
many cases second thoughts had to be given 
to the targets and the speed at which they 
could be reached. The restricting factors here 
were mainly lack of capital and shortage of 
trained technicians. These continued to limit 
the improvement in agriculture and industrial 
development which expanding populations 
make so necessary. Although dearer money 
was resorted to and had a limited effect in 
urban economies such as Hong Kong’s, it was 
not in these countries the real answer to the 
problem. This was not to restrict demand in 
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an over-expanded economy, but to improve 
the productive resources quickly enough to 
provide work for the growing population and 
at the same time to increase the supply of food 
and consumer goods to meet the requirements 
arising as a result of industrialization. 


Aid for Under-developed Countries 
The Colombo Plan has been referred to on 
numerous occasions and the importance of it 


‘ has been stressed not only because of the con- 


tinuing need for economic assistance in South- 
east Asia, but also for the reason that this 
Plan has generally found favour with the 
countries in the area. The report by the 
Council for Technical Co-operation in South 
and South-east Asia for 1954-55 shows that 
continued progress has been made in providing 
assistance in training technicians and supply- 
ing experts to aid development schemes. It 
was encouraging to see that while much of the 
assistance came from outside the area, con- 
siderable progress was made in mutual aid. 

In addition to the Colombo Plan, assistance 
continues to be granted by the U.S. Inter- 
national Co-operation Administration, various 
United Nations agencies and the International 
Bank for Reconstruction and Development. 
A new corporation, an affiliate of the Inter- 
national Bank, the ‘‘ International Finance 
Corporation " to which I referred last year, is 
in process of formation. This organization 
will have power to invest in productive private 
enterprises without the necessity of a govern- 
ment guarantee, which is a prerequisite of all 
international bank loans. It seems likely that 
there will be no difficulties in the establishment 
of this new organization, which should be of 
considerable benefit to under-developed areas. 

The statement then reviewed in detail the 
conditions in the territories in which the Bank 
has interests, and concluded: 

Shareholders will, I think, agree that this 
has been a satisfactory year: political differ- 
ences have not been too acute and economic 
development has made progress. The coun- 
tries in Asia are moving along paths of their 
own choosing and foreign merchants and 
bankers must adapt themselves to _ these 
changing conditions. This we are trying to do: 
as indeed we should, as indeed we must. But 
what of new foreign investment ? That Its 
another question altogether. Many other 
avenues are open and the most attractive will 
be chosen. Much lip service is paid by certain 
countries to the desire to attract foreign capital, 
but stable conditions and prospects of an 
adequate reward will do much more than any 
number of exhortations. This is a question 
each country must decide for itself and the 
response will surely depend on the decisions 
made. 














CHARTERED BANK 





OF INDIA, AUSTRALIA 


AND CHINA 








Larger Profits despite Increased Costs 





Mr. V. A. Grantham’s Statement 








HE One Hundred and Second Ordinary 

General Meeting of The Chartered Bank of 

India, Australia & China will be held on 
April 4 at 38, Bishopsgate, London, E.C. 

The following are extracts from the State- 
ment by the Chairman, Mr. V. A. Grantham, 
circulated with the report and accounts for the 
year 1955. 


Introductory 


The report I have to present will be found to 
justify the note of restrained optimism upon 
which I concluded my statement last year. 
Political relations between the Peoples Republic 
of China and the Atlantic countries are less 
strained but fundamental differences remain 
unsolved. The volcanic situation in the For- 
mosa Channel continued surprisingly quiescent 
and towards the end of the year its menaces 
were obscured to some extent by new crises in 
the Levant and the Middle East. The tide of 
Asian nationalism continues to flow strongly 
and it is inevitable that this should follow 
emancipation from colonial rule. No harm can 
emerge from this provided that as the new 
Asian regimes become more mature politically 
they realise that in the modern world no coun- 
try, however well endowed in material resour- 
ces, can live in isolation. 


The Constitution of the Bank 


A year ago I said that the Directors felt that 
in consequence of the closing down of the 
branches in China which had for many years 
constituted an important part of the Bank’s 
oversea establishment there must be expansion 
elsewhere. -To facilitate expansion when oppor- 
tunities offer it is desirable to obtain a revision 
of those provisions of our Royal Charter which 
circumscribe our oversea organisation. The 
Court of Directors have accordingly petitioned 
Her Majesty the Queen for the grant of a con- 
solidating Royal Charter. I am pleased to say 
that Her Majesty’s Treasury have intimated 
that they approve of the changes proposed. 


Court of Directors 


I record with deep sorrow the death on May 
26, 1955, of Mr. James Leslie Milne, who was 
elected to the Court of Directors in 1942 and 
served as Deputy Chairman from May 5, 1950, 
to 1954. Inthe place of Mr. Milne the Directors 
have elected to the Court Sir Charles Watt 
Miles, O.B.E., a partner in Messrs R. G. Shaw 
& Company. 

Mr. Cecil Robbins Cherry who became a 
Director in 1948 resigned in July last on his 
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retirement from business in the City of London. 

Mr. Cherry has been succeeded by Sir Ken- 
neth Brand Harper, Chairman of the Burmah 
Oil Company Ltd. 


The Staff 


At home and abroad the Bank is served 
devotedly by the staff of all ranks, and it is im- 
possible to speak too highly of the work they do 
in their various capacities and in their different 
spheres. 


The Bank’s Balance Sheet 


The total of the Bank’s Balance Sheet has 
this year risen to £223,968,987, an increase of 
£20,283,292 over last year’s figure. This is due 
partly to an increased volume of international 
trade in those Eastern countries in which the 
Bank is represented and partly to the higher 
prices of some of the staple Eastern commodi- 
ties, notably rubber and tin. 

On the left hand, or Liabilities, side of the 
Balance Sheet, Current and other Accounts, 
Fixed Deposits and Bills payable show increases 
of £12,782,807, {10,175,189 and £485,423 res- 
pectively. Inflation has undoubtedly contribu- 
ted to these increases. Acceptances on account 
of customers are down by £3,282,066, which is 
accounted for by the higher Discount Rate in 
London compared to other centres and partly 
due to the larger holding of sterling by Japanese 
Banks. 

On the right hand, or Assets, side, Cash in 
Hand, at Call and at Bankers shows the sub- 
stantial increase of £6,591,069, the ratio to our 
“demand and time” liabilities, excluding Notes 
in Circulation against which security has been 
lodged, being 21.81% against 18.54% last year. 
The figure for Government and Other Securities 
apart from those lodged against Note Issue, is 
lower by £3,898,420. As usual these have been 
taken into account at Market Value and we 
have made full provision for depreciation out 
of our internal reserves. Stockholders will be 
glad to know that all holdings are dated, and in 
large proportion mature within ten years. Bills 
of Exchange and Advances to Customers and 
Other Accounts show increases of £2,439,731 
and £17,133,312 respectively, once again indi- 
cating the extent to which we are assisting our 
customers and taking our share in financing 
world trade with Eastern countries. 

Considerable expenditure continues to be 
incurred in meeting the cost of expansion and 
modernisation of our offices in the East. With- 
out suitable premises and accommodation for 
our staff it is clear that our business cannot 
operate, and we must expect to have to continue 











mn. 


ah 


ed 
i= 
do 
nt 


in 
lls 


31 
li- 


ng 


be 
1d 


or 
ot 
ue 








to set aside substantial amounts each year in 
the writing down of this item. 


Profit and Loss Account 

The net profits for the year at £759,340 are 
higher by £36,193 than last year, in spite of 
increasing working costs in all countries where 
we operate. Fortunately these increased costs 
have been more than covered by increased 
business. 

The scale on which world trade has increased 
during the last two years is due partly to the 
intense effort being made by each country to 
become self-supporting and partly to inflation. 
On either count it is vulnerable and liable to 
setbacks, and [ would ask Stockholders not to 
lose sight of that fact. 

The Bank paid an interim dividend in Sep- 
tember last of 74$°,, less Income Tax, absorbing 
£150,938, and it is proposed that out of the 
balance now available a final dividend of 74°, 
should be paid, costing £150,937, making the 
total distribution for 1955 15%. 

It is proposed to repeat the allocations made 
in each of the past five years to the Pension 
Fund and Widows’ and Orphans’ Fund of 
{125,000 and £20,000 respectively. ‘the sum 
of {20,000 has again been applied towards 
writing down Bank Premises and Furniture 
Account. It is proposed to transfer £100,000 
to Contingencies Account and to carry forward 
the increased balance of £405,375. 


Conclusion 
The money markets of the Sterling Area are 





of necessity highly sensitive to policy pursued 
in the City of London, and we have, therefore, 
to pay close attention to the policy of credit 
restriction now in operation in this country. 

While it is obviously proper for us to observe 
the official directive so far as it applies to cus- 
tomers who deal and trade exclusively in this 
country, it will be clear that our operations 
oversea must, in the end, be related to the 
policies and needs of those countries in which 
we operate, where we have obvious responsibili- 
ties to the Governments concerned, some of 
which are outside the Sterling Area. 

The rates of interest imposed in the United 
Kingdom must to some degree affect the cost of 
finance of new projects in the undeveloped 
countries, but the extent to which finance for 
those projects should be provided is properly a 
matter for the countries themselves to deter- 
mine, and our main concern must be to see 
that our own operations are carried out on 
sound lines in each country in relation to local 
conditions. 

The Sterling Area has far-flung ramifications, 
and it is only too clear that uncertainties as to 
the results of the Credit Squeeze in this country 
could have far-reaching results not only in this 
country but also in the many countries in which 
we operate. It must be hoped that the policy 
that is now being put into effect will counteract 
those uncertainties without undue delay. 

Copies of the full text of the Statement will 
be sent on application to the Secretary of the 
Bank at 38, Bishopsgate, London, E.C. 2. 
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HALIFAX 


BUILDING SOCIETY 





POSITION AT 3ist. JANUARY 1956 






























TOTAL ASSETS 
£264,485, 160 


ADVANCED DURING YEAR 
(MAINLY FOR HOUSE PURCHASE) 


£48, 650, 298 








MORTGAGE BALANCES 
£223,272, 606 


TRUSTEE SECURITIES AND CASH 
£40, 486, 362 


£11, 864,712 





BRANCHES AND AGENCIES 
THROUGHOUT THE UNITED KINGDOM 





























RESERVES AND UNDIVIDED PROFITS 


HEAD OFFICE HALIFAX YORKSHIRE - LONDON 5S! STRAND  W.C.2. 
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BANK OF LONDON & SOUTH AMERICA 





Increased Business 





Sir Francis Glyn’s Statement 





of London & South America, Ltd., was 
held on March 27 in London. 

The following are extracts from the Address 
by the Chairman, Sir Francis M. G. Glyn, 
K.C.M.G., including a statement on the 94th 
annual report of the directors and statement 
of accounts for the year 1955, which was 
submitted at the meeting:— 

It is particularly encouraging to see an in- 
crease of £5,414,000 in the balance sheet totals, 
which have risen to {140,220,000 at December 
31, 1955, compared with 4134,806,000 the pre- 
vious year. This increase reflects the greater 
volume of business handled by most of our 
Branches, and has been attained despite the 
fact that the substantial total of assets and 
liabilities on the books of our Argentine Bran- 
ches is now included in our figures at 100.15 
pesos to the #, which at December 31 last was 
the new free market exchange rate, instead of 
the former controlled rate of around 39 pesos 
to the ¢. But for this factor, together with the 


Tos annual general meeting of the Bank 


further depreciation in the Chilean and Uru-. 


guayan exchange rates, the balance sheet 
figures would have been considerably higher. 

Current, Deposit and Other Accounts have 
risen by £13,377,000 to £98,247,000, and even 
though a part of this increase may prove to 
be temporary, the tendency in most countries 
where the Bank is established is for deposits 
to rise. 

Heading the Current Assets, there is Cash in 
hand, at Bankers and at call, totalling 
£38,573,000, which represents 34% of the 
current liabilities of £113,505,000: this, I feel, 
is a strong position. Although Bills Receivable 
are {£5,244,000 lower at £31,691,000, the 
volume of business is considerably higher, but 
conversion rates account for the apparent 
diminution. 


Profit and Dividend 


After making the necessary appropriations, 
the profit for the year amounts to £391,694, 
which is £1,987 less than in 1954. Naturally, 
the less favourable exchange rates, particularly 
in Argentina, have adversely affected our 
earnings in terms of sterling, while the benefits 
derived from the expansion of business are to 
some extent neutralized by continually rising 
overheads. Nevertheless, reduced profits from 
certain countries are largely offset by increased 
earnings in others; moreover the free exchange 
market in Argentina has enabled us to obtain a 
remittance in full of the profits earned there in 
1955. 

In my address last year, I mentioned that 
the remittance position in general had improved 
slightly, and I am glad to say that this improve- 
ment has been maintained, including the receipt 
of some sterling on account of Argentine profits 
for past years. Depreciation on Capital em- 
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ployed abroad and on other fluctuating assets 
remains fully covered. 

In these circumstances your Board has no 
hesitation in recommending that the final 
dividend of 5 per cent. paid last year be re- 
peated, making 7 per cent. for the year, which 
taken together with the interim dividend paid 
last October, and after allowing for income tax 
at 8s. 6d. in the /, would absorb the sum of 
£203,263. Transfers to Legal Reserves in 
South America amount to £41,693, and your 
Board proposes that £150,000 be put to Con- 
tingency Reserve, leaving a balance of £177,899 
to be carried forward in Profit and Loss 
Account. 


The Outlook 


It would not be easy to produce a simple 
summing up of Latin-American prospects. 
Clearly, one would not be justified in forecasting 
an early end to the comparatively difficult 
period of the years since 1951 and a return to 
the easier conditions of the immediate post-war 
years. The factors over which the Latin- 
American republics have little or no control are 
not sufficiently favourable. The outlook for 
the major export commodities is mixed and, in 
the case of the most important, doubtful. 

The extent to which the outside world — 
and particularly the United States — will be 
able to provide the necessary stimulus to rapid 
growth by a massive programme of investment 
is, at least for the immediate future, uncertain. 
[t will take time finally, even under the most 
favourable political conditions, to work the 
poison of inflation out of the system of the 
major Latin-American economies. 


An Encouraging Tendency 


On the other side of the balance sheet, how- 
ever, one can point to a definite improvement 
in the approach to those problems over which 
the Governments of the countries concerned 
have some degree of control. It is fair to say 
that the mistakes of the past are being in- 
creasingly clearly recognised and that, taken as 
a whole, Latin America shows an encouraging 
tendency to come to grips with its difficulties. 

On balance, and on a medium term view, it 
seems to me that the right attitude to the 
future of Latin America is one of cautious but 
justified optimism. On grounds of self-interest 
and for reasons both economic and political, 
bearing in mind the importance to the free 
world of the enormous resources, human and 
material, concentrated in the South American 
continent, it seems reasonable to assume that 
the external help needed for its development 
at a satisfactory pace will be forthcoming. 
It is very much to be hoped that it will be 
found possible for this country, as well as the 
major nations of Western Europe, to play 
some part in this process. 














THE EASTERN BANK LIMITED 





Satisfactory Figures 





Sir Evan M. Jenkins’s Review 





HE 46th annual general meeting of The 
Eastern Bank, Ltd., will be held on April 
18 at 2 and 3 Crosby Square, London, E.C. 

The following is an extract from the statement 
by the chairman, Sir Evan M. Jenkins, G.C.I.E., 
K.C.S.1., circulated with the report and 
accounts for the year to December 31, 1955: 

The Balance Sheet for 1955 shows an increase 
of £5,597,291 in Current, Deposit and other 
accounts, and of 4548,316 in Bills Payable. 
On the assets side there is an increase of 
{1,482,400 1n Cash on Hand, at Call and at 
Bankers, of £1,968,783 in Bills Receivable, and 
of £2,862,454 in Advances and other accounts. 
With these and other less important changes 
the Balance Sheet total stands at 443,558,711, 
as against /37,352,355 at the end of 1954. 
These figures are satisfactory, but since the end 
of the year certain assets held by one of our 
Branches have given us concern. Provision 
has been made in the accounts for the diminu- 
tion in the value of these assets as at 31st 
December last, and if necessary further pro- 
vision will be made in 1956. ‘The further in- 
crease in our resources has been useful and 
profitable, but, as I said last year, it may not be 
permanent. Competition is increasing almost 
everywhere, and in the countries which enjoy 
a revenue from oil large fluctuations in balances 
are not unusual. 

sank Premises, Furniture and Equipment 
now stand (after the appropriation of £35,000 
referred to below) at £720,953, against £538,474 
at the end of 1954. Our Baghdad building is 
at long last nearing completion. The main new 
commitment of 1955 arises from the acquisition 
of the John Little Building in Kuala Lumpur, 
which we are converting for use as Bank 
premises and business offices. 

Profit and Dividend 

The published profit is £132,536, against 
{129,011 for 1954. The appropriations from 
profit are £50,000 to Contingencies, £35,000 
to Premises, and {28,750 to the final dividend 
of 5s. per share, which with the interim dividend 
already paid of 3s. per share, makes a total 
dividend of 8s. per share for the year as before. 
The carry forward is increased from /111,120 
to 4112,050. 

The year has from the trading point of view 
been a good one. Branch working is as usual 
discussed briefly in the paragraphs which 
follow. 

During the year we opened a Branch at 
Mukalla in the Hadhramaut, 250 miles east of 
Aden, and a Sub-Branch in Rashid Street 
(Southgate) at Baghdad. Arrangements were 
also made to open a Branch at Beirut; we 
entered into occupation of premises there early 
in the New Year, and it is expected that the 
new Branch will be ready for business within a 
few weeks. 

The attention of Shareholders is invited to 
the Resolution concerning the number of 
Directors to be moved at the General Meeting. 
The present maximum number under Article 81 

























































xl 


of the Bank’s Articles of Association is seven 
(reduced from twelve during the War). Your 
Directors are satisfied that this maximum of 
seven may not in all circumstances be sufficient 
for the Bank’s purposes, and it is proposed to 
increase it to nine. The two new Directorships 
will not be filled immediately; but will be 
available when required. 

There is also for consideration by the General 
Meeting a Resolution proposed by a Share- 
holder concerning the Bank’s Auditors. 


Iraq 

In Iraq oil royalties were fully up to expecta- 
tions, and in his budget speech the Finance 
Minister announced that owing to increased 
revenue from this source the foreign currency 
assets of Iraq had risen from ID.94$ million 
in September, 1954, to [D.1314 million at the 
end of October, 1955. Asurplus of ID.11 million 
on the 1955 budget is to be carried forward 
to the new fiscal year. The Development 
Board has published a five-year programme of 
expenditure amounting in all to I1D.303 million. 
The programme includes about ID.107 million 
for irrigation, ID.54 million for roads and 
bridges, ID.15 million for railways, and ID.43 
million for industrial projects. Several im- 
portant tenders for development works, and 
in particular for roads and irrigation projects, 
were accepted during the year, American con- 
tractors being specially prominent. 

The grain harvests were much below average. 
It was necessary to import wheat and rice, 
and there was little barley for export. Distress 
was averted by the activities of the Develop- 
ment Board; a great deal of work is now 
available in Iraq. The yield of dates was 
normal, but with a considerable carry-over 
from 1954 marketing has not been easy. 

Business conditions were on the whole good, 
but the poor harvests have had some effect, 
and markets for imported goods tend to be 
over-stocked. Iraq is, however, progressing 
fast and given stability in the Middle East her 
economic prospects are excellent. 

The Bank’s new building in Baghdad, work 
upon which was delayed by the floods of 1954, 
is expected to be ready for occupation by the 
late spring or early summer of this year. Our 
new Sub-Branch in Rashid Street (Southgate) 
was opened on Ist December and has made a 
satisfactory start. 

General 

In November and December I[ visited the 
Bank’s Branches at Aden, Mukalla, Karachi, 
Calcutta, Chittagong, Bahrain and Doha, and 
Mr. Leigh-Wood is now on a tour of our 
Branches in Iraq and Beirut. Sir Thomas 
Strangman has spent some months on business 
in Singapore and has been able to see something 
of our Singapore and Kuala Lumpur Branches. 

The year has been a busy one, and we have 
every reason to be grateful to our Staff both in 
London and in the East for its satisfactory 
results. 
























THE MERCANTILE BANK OF INDIA 





Further General Business Expansion 





Sir Kenneth W. Mealing’s Review 





HE 63rd annual general meeting of The 

Mercantile Bank of India Ltd. will be 

held on April 17 in London. The 
following is an extract from the statement by 
the Chairman, Sir Kenneth W. Mealing: 

The expansion recorded last year in the 
Bank's general business continued during 1955. 
The Balance Sheet total is 472,005,153, against 
(68,594,152 on December 31, 1954. Deposits 
are higher by nearly £4 millions, whilst on the 
Assets side there are increases of over £2 mil- 
lions in Loans and Advances, nearly ¢1 million 
in Bills Receivable, whilst the holding of Gov- 
ernment Securities is £44 millions higher. The 
net profit at £235,423 1s higher by /41,099. 
The two dividends declared total 14 per cent. 
payable on the increased capital and cost 
(118,335, compared with {97,020 for 1954. 
From the balance the usual allocations have 
been made, leaving the balance carried forward 
at £219,372, against £200, 234. 

The vear 1955 produced high hopes of a 
relaxation of international tension following 
the ‘summit ”’ talks at Geneva in the month 
of July. These hopes, however, were shattered 
at the ensuing Foreign Ministers’ Conference 
when it became clear that the Soviet bloc had 
no intention of permitting free elections in 
Kast Germany nor of paving more than lip- 
service to the principle of international dis- 
armament, 

In England the freedom from all economic 
phvsical controls, the very full employment 
and increased internal consumption reflected 
in a higher standard of living for the majority, 
} set up a rising spiral of wages and costs. As 
a result, the country was importing and con- 
suming more than it was exporting and this 
economic unbalance resulted in a weakening of 
sterling in the world’s markets. The initial 
remedial steps were to raise the Bank rate to 
4) per cent. and to place certain restrictions on 
hire purchase terms. In October an autumn 
budget increased purchase tax on most con- 
sumer goods, whilst further steps were taken 
to restrict credit. It is to be hoped that these 
steps and those subsequently taken, including 
a 5} per cent. Bank rate with further restric- 
tions on hire purchase, together with restraint 
by all sections of the community, will remedy 
the situation. 

In the United States of America industrial 
activity continued under boom conditions. 


India 
1955 was a year of steady and satisfactory 
progress for India. Agricultural and industrial 


} output continued to rise and the standard of 
living of the people has also risen. Although 


the first Five-Year Plan, which is due to be 
completed by March, 1956, has not in all 
respects achieved its targets, it has been a 
success as far as the economic life of the 
country is concerned. 











By constitutional amendments, by a drastic 
revision of the Indian Companies Act and by 
the Finance Act, 1955, as well as in numerous 
pronouncements, some of the proposed steps 
towards a “ socialistic pattern of society ’’ were 
promulgated during the year. With the third 
successive good monsoon there was no food 
problem, notwithstanding the normal increase 
in population. During the year the Imperial 
Bank of India was nationalized and became 
the State Bank of India. 

In January, 1956, an Ordinance took the 
first step for the nationalization of all life 
assurance business in India, both Indian and 
foreign. The prohibition of this field of busi- 
ness to private enterprise in the future will be 
regretted by many and must inevitably cause 
some speculation as to how far the nationaliza- 
tion of existing business and industry is to be 
carried in India. 

The second Five-Year Plan is now under 
consideration. It is a massive project and, 
bearing in mind its great objective of raising 
the standard of living of the people and pro- 
viding for the rapidly increasing population, 
it must be hoped that it will meet with at 
least the same measure of success as the first 
Five-Year Plan. 


Pakistan 

The framing of the new constitution is 
making progress. Pakistan has decided to 
become a Republic and it is good to learn’ that 
it is her intention to remain in association with 
the Commonwealth. 

The country’s shortage of foreign exchange 
remains a problem, although there has been 
some improvement during the year. As a 
result, the control of imports has been some- 
what relaxed and the internal finances of the 
country are considered to be reasonably sound 
and the budgetary position satisfactory. 

Pakistan’s industrialization programme has 
made great strides. In the textile industry the 
number of spindles increased from 923,875 in 
June, 1954, to 1,565,552 in June, 1955, whilst 
the number of looms increased from 14,484 to 
22,633 in the same period. The country is 
now self-sufficient in coarse and medium 
varieties of textiles. In the jute mill industry 
the target for 1957 of 6,250 looms is expected 
to be achieved shortly. Two new cement 
factories, a sugar mill and mulls for the manu- 
facture of paper and paperboards are in or 
nearing the production stage. 

The completion of the 330-mile pipeline 
from the gas field at Sui to Karachi via 
Hyderabad Sind, and the gradual replacement 
of imported coal and oil by gas and gas- 
generated electricity opens a new era in West 
Pakistan’s industrial economy. 

The statement then reviews in detail the 
position and prospects in other areas in which 
the Bank has interests. 














HOOVER LIMITED 








Successful Year in Face of Many Problems 












HE Annual General Meeting of Hoover 
Limited, was held on March 28 at the Com- 
pany’s Offices, Perivale. Mr. S. Roberts, 

Managing Director, presided. 

The following is an extract from the Annual 
Review which has been circulated to sharehol- 
ders with the report and accounts : 

The year 1955 has presented many problems. 
We have been assailed by heavy competition 
in our Export markets and have suffered from 
a series of restrictions in the Home market. In 
spite of these many and varied problems we 
have had a most successful year. Turnover has 
increased by 11% over our record year of 1954, 
but because of increased costs which we were 
prepared to absorb so that our selling prices 
could be maintained at the same level, our 
consolidated profit has been reduced from 
£4,581,961 for 1954 to £3,838, 233. 

We believe our policy of holding prices at the 
same level at Home and in many Cases reducing 
Export prices, during a period when material 
and labour costs were rising rapidly, was the 
right thing to do and in the National interests. 


Restrictions 


During 1955 we were faced with restrictions 
on the Home market imposed by the Chan- 
cellor of the Exchequer on three separate 
occasions. In February hire purchase restric- 
tions were reimposed requiring a minimum 
deposit of 15% of the total price, in July this 
minimum deposit was increased to 334% of the 
total price and in October the rate of purchase 
tax on our Cleaners and Washing Machines was 
increased from 50% to 60%, whilst our Steam 
or Dry Iron became subject to purchase tax for 
the first time. Each restriction was followed 
by the threat of a further restriction, which 
caused an upsurge in demand before the new 
restriction could be imposed. These uncer- 
tainties made it impossible to forecast with any 
degree of accuracy the sale of our products on 
the Home Market, and production schedules 
suffered accordingly. 

The whole essence of efficient production is 
a steady and uniform flow of orders. The im- 
position of a succession of restrictions which 
bring about wide fluctuations in demand, is 
obviously unhealthy for industry, and is bound 
to take its toll on efficient production and dis- 
tribution. 

It is clear that the continuous threat of 
further restrictions nullifies the normal effect of 
the restriction imposed. Eventually the cumu- 
lative effect of all the restrictions may be 
disastrous to both Home and Export markets 
alike. No doubt the Chancellor of the Exche- 


quer is very conscious of this and will try to 
avoid such a serious situation developing. 
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Overseas Markets 


During 1955 we have concentrated consider- 
able efforts on developing our markets abroad. 
These markets are most difficult, competition is 
severe, and our small margins make them 
considerably less profitable than the Home 
market. This policy is plainly in the National 
interests, particularly when the adverse balance 
of payments has again become most critical. 
We are satisfied with the progress we have 
made in some countries but in others there is 
still much to be done. We intend to pursue 
this policy of overseas development to the maxi- 
mum for we believe that the demand for a 
better standard of life which is developing in all 
countries will open up great possibilities for the 
sale of our products. 

At the same time it should be remembered 
that it is a good stable market at Home that 
gives us the best basis for our overseas opera- 
tions and makes it possible to set Export prices 
which compare favourably with local competi- 
tion. Any appreciable curtailment of the Home 
market volume has, of course, a most detrimen- 
tal effect on our ability to compete in the 
Export field. 

In the 1954 Review it was stated that we 
sold 63°% of the total British exports of Cleaners 
and 50%, of the total British exports of Washing 
Machines. We are more than pleased to report 
that during 1955 these figures have increased 
to 70% and 58% respectively, which shows 
that our efforts in the Export markets have 
met with some success. 


The Home Market 

Home sales of Electric Cleaners have in- 
creased and we continue to hold our pre-eminent 
position in the Electric Cleaner market. The 
introduction of two new Cleaners, Model 638 
and Model 2614, in October was another step 
forward and they were enthusiastically received 
— the full effect of their introduction should be 
felt during the current year. We have always 
striven to maintain our reputation for efficiency 
and quality in our products and these two new 
models follow this tradition. 


Perhaps one of the most important features 
of the year’s operations has been the continued 
expansion in the sale of the Hoover Electric 
Washing Machine. Our new Electrically- 
operated Wringer Machineintroduced in March, 
and our Heated Washing Machine introduced 
in October, have been largely responsible for 
this expansion. 

We have made great efforts to increase our 


overseas Sales and during the year we have been 
developing new plans to extend our activities. 
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We are continuing to supply substantial 
quantities of our products to the United States 
and our dollar earnings have been maintained 
at a satisfactory level. 

We have continued to give much thought to 
the possibility of extending our range of pro- 
ducts. This is no easy task for new products 
must be fully up to the standard the world has 
come to expect of Hoover. It is, however, our 
intention to broaden our base and pursue new 
developments with the greatest determination 
and speed. 


Dividends 


In a letter dated December 19, 1955, share- 
holders were informed that the estimated 








profit for 1955 was £3,750,000 and on this 
basis, subject to conditions prevailing at that 
time, the Directors would recommend in Feb- 
ruary, 1956, a final dividend of between 50% 
and 60%. The estimated profit has been 
slightly exceeded and in normal circumstances 
the Directors would have recommended a final 
dividend within this range. However, in view 
of this year’s trading conditions and the recent 
statement made by the Chancellor of the 
Exchequer, we have, reluctantly in view of the 
figures for 1955, decided to recommend a final 
dividend of 40%, making 50% for the year. 


We have a virile organisation and we look 
forward with quiet confidence to the challenge 
of 1956. 





HASTINGS AND THANET BUILDING SOCIETY 





Great Reserve Strength 


HE annual general meeting of the 
Society was held at Hastings on March 22, 
and in moving the adoption of the 
Directors’ Report and Statement of Accounts 
for 1955, the Chairman, Mr. H. J. D. Fuller, 


said: 


The Society had had a most satisfactory 
year. New savings totalled £3,451,780 and 
house-purchase loans amounted to £4,103,926; 
both record figures. Assets now stood at 
nearly {£20 million, Reserves exceeded the 
satisfactory figure of £1 million, and Liquid 
Funds totalled £2,335,631, being above the 
minimum proportion of liquidity recommended 
by the Building Societies’ Association. Critical 
students of Building Society affairs were recog- 
nizing more and more the strength of Societies 
like the Hastings and Thanet which possessed 
adequate Reserve Funds, a good degree of 
cash and readily realizable securities, and which 
pursued a cautious lending policy. 


The past year was one of strain and difficulty 
in the nation’s affairs; a year of changes in 
money rates, when Building Societies could 
not remain immune from economic disturb- 
ances which necessitated changes in their own 
interest rates. Whilst Building Society rates 
were not tied to Bank rate, they were never- 
theless affected by long-term alterations in 
money rates, and when in August last year it 
became evident that share, deposit and mort- 
gage rates were out of harmony, the Directors 
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had no alternative but to make requisite 
changes to investors and borrowers. Building 
Societies were not, however, profit-making 
organizations, and the increased cost to the 
borrowers was broadly the increased cost of 
the money to the Society. The process of 
such changes in 1955 was costly to the Society, 
because the alteration in investors’ rates be- 
came effective immediately, but for borrowers 
a period of notice was required. What was 
sometimes not realized was that the whole of 
the Society’s capital was affected by such 
changes, necessitating the altered rates being 
passed on to old borrowing members. In a 
concern which was in effect a co-operative 
organization it was proper that all members 
should be affected by any change. 


In present circumstances people should try 
to spend less in order to save more. The 
Society offered a most attractive investment 
to the small and large investor, with income 
tax paid by the Society, no depreciation of 
capital and withdrawals which were easily 
arranged. 


The Deputy Chairman, Mr. E. Barber, 
L.R.1.B.A., stressed the need for the nation 
and individuals to defer unnecessary spending, 
so as to pave the way to greater tranquillity 
in the country’s affairs. 


The Report was adopted, the retiring 
Directors were re-elected, and the Auditors 
were re-appointed. 
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